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Analysis of Borrowers’ Statements. 


By Wit1am Post, 
CASHIER OF THE CENTRAL NATIONAL BANK, PHILADELPHIA. 


The custom of requiring statements from borrowers we think 
originated with the mercantile community and was almost uni- 
versal among wholesale dealers before it spread to the bank. 
Ten years ago few banks required borrowers to sign a statement 
of their affairs. To-day the custom is quite general among 
bankers, but even yet there are some banks which have not 
adopted the practice. 

Indeed, it is going much too far to say that banks, as a general 
rule, require statements from all borrowers. Every bank has a 
number of customers from whom it would not care to ask for 
a detailed statement. These are old established firms, they are 
regarded as almost impregnable, and at this late day, after hav- 
ing their credit standing unquestioned, perhaps for a generation, 
they would not take kindly to a request for an exhibit of their 
books. As a general rule, however, a progressive, up-to-date 
banker will require a statement wherever he can get one, and 
especially where there is a lack of information as to the solvency 
of the borrower. Where close details are required, where the; 
condition of the borrower is not well known to the banker, con-| 
servatism demands that in all cases a signed statement should 
be given. It is worthy of remark, moreover, that there is a de- 
creasing reluctance among borrowers to give these statements. 
The reason is that the best banks are everywhere requiring them 
and it is no longer so easy for a borrower who is disgruntled at 
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the request for a statement of his affairs to remove his account 
to another bank. Within a few years, it is to be hoped that it 
will be impossible to find a bank to which such a disgruntled 
depositor may betake himself. The custom of giving statements 
voluntarily, moreover, is rapidly on the increase, and in the 
writer’s opinion it will eventually become almost a universal prac- 
tice. Nothing is more conducive to the establishment of high 
‘credit than the presentation, at regular intervals, to the banker 
‘of frank and complete statements by applicants for loans. If 
such a statement can be certified to by a public accountant in 
whom the banker has confidence, its strength and value will be 
much increased. 

We take as the basis of our discussion the forms of statement 
recently prepared by the New York State Bankers’ Association. 
This form of statement is printed on pages 184 and 185. 

This form of statement is the most thoroughly digested and 
comprehensive yet prepared. When all the information here 
suggested is truthfully stated, the banker has gone far toward 
obtaining complete knowledge of the borrower’s condition. It is 
worthy of note, also, that a recent New York decision goes to 
show th t the obtaining of credit on the strength of a signed 
statement, any item of which the signer knows to be false, is a 
criminal offense punishable by imprisonment. 

Let us now consider these items in order, suggesting some of 
the questions which the prudent banker will ask in order to inter- 
pret the figures and facts submitted for his consideration. The 
form of balance sheet naturally and obviously divides itself into 
quick assets and assets not quick, and is followed by a series of 
supplementary questions calculated to throw additional light on 
items in the balance sheet whose significance would otherwise 
be obscure. 

Beginning our analysis with the quick assets, we have first of 
all “cash on hand” and “cash in bank.” Experience teaches 
that cash is usually regarded as the only asset to be accepted with- 
out question. Yet “cash on hand” may be a doubtful item. 
(If the banker is not sure of the applicant’s integrity in all particu- 

‘lars, he may suspect that “cash on hand,” as scheduled by him, 
if considerable in amount, may include due bills or other memo- 
randa, “snakes,” which could not be readily realized upon. In- 
deed this form of evasion is so common as to warrant careful 
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inquiry in all doubtful cases. “Cash in bank” is an item of 
more definite value, since, in case of doubt, it can be easily veri- , 
fied. Even here, however, the borrower’s bank accounts may | 
evaporate immediately after the statement is submitted. 

“ Notes receivable” should be as closely scrutinized. These 
are not given in many lines of trade to-day. Ordinarily, when, 
a buyer’s credit is so poor that it is necessary for him to give) 
a note there are many trades in which he will have great difficulty) 
in purchasing. The preference is to carry the buyer on open 
accounts. In some lines, therefore, the fact that a large amount 
of notes receivable of customers appear in the statement sub- 
mitted to the banker would indicate that he was dealing with 
weak concerns, who were not able to discount their bills. In 
certain lines, like harvesting machines, plumbers’ supplies, new 
trolley lines, and with smaller trades people, there is still some 
note giving, but in the large staple trades—for example in the 
dry goods or provision trades—up-to-date houses take very few 
trade notes. The reason for this increasing reluctance to accept 
notes is obvious. If a note is taken for four months, and in the 
meantime doubt arises as to the buyer’s solvency, quick action 
for recovery is impossible. Nothing can be done until the note 
matures. On an open account, however, the remedies, both legal 
and otherwise are quickly available. 

When the writer’s banking experience began thirty-five 
years ago, at every offering day the board of directors 
would have two or three pages of trade paper for dis- 
count. To-day it is an exception to have a dozen notes 
presented. The disappearance of the practice also indi- 
cates the growth of the custom of discounting bills—the 
higher education of the commercial community. The compe- 
tition of many trades is now so keen and close that large profits 
are impossible unless full advantage is taken of discounts. 
Economies are brought right down to an exact science. While 
the banker may regret for personal reasons the gradual disap- 
pearance of his old time favorite standby, double name trade 
paper, in the interest of progress and business economy he must 
welcome the growth of the practice of discounting bills, which 
this change indicates. In final comment upon “ notes receivable,” 
it is important to observe that this item may hide insolvency, or 
may be a burying ground for overdue and worthless paper, which 
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may be renewed from time to time without expectation of secur- 
ing the principal, merely for the sake of collecting the interest, or 
in order to drive hard bargains in the future with the makers. 

Passing to “accounts receivable,” in case of doubt the 
applicant is asked if these accounts are “live” accounts, and if 
they are overdue. If the house is selling to only thoroughly good 
customers, a large amount appearing opposite the heading “ notes 
and accounts receivable of partners or officers” demands scrutiny. 
The item is inserted in order to bring out the relation of the 
officers or partners to the concern. It happens in some instances 
that a business, either as firm or corporation, is being used for the 
private purposes of the officers or directors at times for stock 
speculation. Such an item should not figure as an asset and 
when it appears it introduces a cloudy feature and is an evidence 
of weakness. 

Under the head of “ merchandise,” we find finished and un- 
finished merchandise and raw material. It is, in our opinion, 
unsafe for the banker to-trust his judgment alone in the valuation 
of any kind of merchandise unless he has had a wide trade 
experience. If an exhaustive analysis of the statement is being 
made it is desirable to-go to some acquaintance in the trade 
concerned and get an expert opinion upon the valuation set down 
without revealing the name of the house offering the figures. 
Experts in the trade represented by the statement would have 
an accurate knowledge of the value of goods, both finished and 
unfinished. It is erroneous to suppose that general rules exist 
for the valuation of merchandise. Nothing could be farther 
from the truth. Each case must be considered on its own merit. 
It is true that if the goods are staple, such as flour, iron, leather, 
cotton, or wool, an approximation to a correct estimate is possible. 
Such commodities can be quickly sold and daily quotations fur- 
nish a record of the market values, but even then there are 
different grades in all staple lines. When, however, as usually 
happens, the item includes a quantity of half finished merchan- 
dise it is necessary to discount trade valuations heavily, because, 
in the event of collapse, some one, presumably the creditors, 
might have to advance a large amount of money to finish up the 
stock on hand. Even in valuing raw materials great care must 
be exercised and strict regard must be paid to market conditions. 
Recent experience has pointed out that in such staples as cotton, 
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wool and hides, extensive fluctuations in value are possible within 
a comparatively short time. In all cases, however, the banker 
should, in the writer’s opinion, lean heavily upon the trade 
expert and should not trust too largely in his own judgment. 

We come now to consider capital assets. The banker is a 
short time lender. He desires that his advances should be repaid 
within four to five months at the latest. He leaves to the bond 
investor and the stockholder, who put their money at the risk of 
the business, the duty of furnishing the capital required for plants 
and permanent structures. Still, however, plant assets are real 
assets often of great value, and however much the banker may 
incline to discount them, he will need to take them into account. 

The plant of a concern is separated into land, buildings, and 
machinery. The separation between land and buildings is made 
to include unimproved property connected or more likely uncon- 
nected with the plant. The plant consists of land, buildings and 
in the case of manufacturing establishments of machinery and 
sometimes water power. In estimating the value of plants, a 
sharp distinction should be made between buildings used for 
manufacturing and for merchandising purposes. A business 
structure, conveniently located for trade is a good asset. It is 
not adapted specially to any one purpose. Even if the business 
which now occupies it should be withdrawn it could be sold and 
applied to some other use. Its value can be easily appraised. 
The banker is justified, therefore, in placing a high net value 
upon property when well located. With the manufacturing plant, 
however, the situation is entirely different. The whole building 
is often specialized to some particular use, if the business fails 
it is very dfficult to apply the premises to other purposes. As a 
general rule, the banker should not value the plant at a figure 
above what experts in the line of business represented would 
be willing to take it over as a going proposition. 

The question has been raised whether it is desirable for a 
manufacturer or merchant to mortgage his plant and use the 
mortgage as collateral for loans with his bank. We do not con- 
sider this practice as prudent. It may be that the borrower in 
instances could obtain credit more readily from his bank, if, 
instead of offering his unsupported note, he could present his 
»note secured by a mortgage on his plant for a fair proportion 
of its value. But while his bank loans might be better secured 
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in such an event, his credit with others than his banker would 
be injured, because he has made the bank a preferred creditor. 
It would be more difficult for him, under these circumstances, to 
ask for and obtain unsecured credit. The banker would not 
care to loan him all the money he needed in his business unless 
he was a small borrower and for that reason such encumbrance 
of property is unnecessary and undesirable. The banker likes 
to see a manufacturing plant free from mortgage. 

Machinery is practically worthless as security for a bank loan. 
It cannot usually be sold for much more than its value as scrap 
iron unless of very high grade and is the farthest removed from 
being a quick asset. Taking the buildings and the machinery 
together, however, although they are not quick assets, and even 
if the banker adheres to the rule of demanding from 1% to 14 
in convertible assets to the amount of his loan when buying out- 
side paper, if he knows that the manufacturing proposition is 
making money, that the concern is adding to its working capital 
from year to year, and that all the elements of success are pres- 
ent, he will be justified in allowing the plant to figure to a con- 
siderable extent in the assets scheduled for his consideration. 

Passing now to the current liabilities which are scheduled in 
the statement, we have first “notes payable,” separated into 
notes given for merchandise, negotiated to own bank, and other- 
wise disposed of. The first item has already been considered 
and rejected on the ground that a progressive concern except 
in a few special lines does not give notes for merchandise pur- 
chases. The second and third items are distinguished in order 
to show how much paper a concern may have with its own banks 
and how much it may have negotiated through a note broker. 
It is quite important to the banker to know how much paper 
a borrower has sold, as the saying is, “on the street.” If he 
finds that the borrower is choking his bank account and at the 
same time putting a large amount of paper out into the open 
market, the banker is likely to arrive at the conclusion that the 
borrower is not keeping available any particular resource or 
channel which he could utilize in case of a stringency in the 
money market. It is a fixed rule or financial management that 
a concern should not borrow largely at its bank and at the same 
time sell large amounts of its paper in the market. If the bank 
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line is full, paper should not be upon the street; if made largely 
for the street then the bank should be kept open. 

The item “accounts payable” is considered only so far as it 
is necessary to determine whether the borrower has used his 
credit too far to buy materials or merchandise for the purposes 
of his business. The banker must scrutinize this item closely 
together with “bills payable” in order to determine whether 
the borrower’s total debts are out of proportion to the amount 
invested in his business. If “accounts payable” is seemingly 
large a pertinent question just here would be—is the borrower 
taking advantage of discounts? 

“Deposits of money with us”—is a very important item. 
Supposing that the applicant is a firm, several members of their 
families may deposit money with them at interest. This will 
enable the firm to decrease their other debts. Their employees 
may also deposit with them. Bankers are sometimes told when 
a statement of this kind is submitted, that the borrower is very 
easy in his finances because of these large deposits, that they are 
made by friends and would not be called in under ordinary con- 
ditions. The conservative banker would, however, as a general 
rule, regard a large amount of money appearing under this item 
as containing the serious possibilities of danger, since these ad- 
vances are made by persons in close touch with the management 
who would be likely to learn of impending disaster before any 
of the other creditors and in time to secure the necessary prefer- 
ence for their own protection, and the concern would be likely 
to protect its close friends. The writer has a case in mind 
where a firm failed, paying fifty cents on the dollar, and where 
it was more than suspected that a number of women members 
of the family who had advanced money in this manner, had been 
just prior to collapse paid off or secured at the expense of the 
other creditors. 

Under the general classification of fixed liabilities, the most im- 
portant item is “ mortgage indebtedness.” This should be closely 
scrutinized in all cases unless the mortgage is quite small. In 
a thorough examination, the banker should inquire exactly what 
the mortgage covers. It may cover the plant or the building, 
and it may also cover a portion or all of the quick assets of the 
concern. Some mortgages are apparently drawn on the security 
of real estate and yet contain a chattel feature, by which they 


189 








: 
: 


The Journal of Accountancy. 


are made to cover the floating assets. An instance has recently 
come under our observation where the paper of a certain Boston 
proposition was not considered as desirable because of the exist- 
ence of a mortgage of this character. A chattel mortgage is 
apt to be evidence of actual or impending insolvency, and in 
the case of concerns trading largely on credit it points toward 
bankruptcy. : 

We have completed an examination of the balance sheet and 
now turn to consider the supplementary questions. The first 
and most important of these relates to contingent liability. Notes 
receivable of customers discounted or sold and not included in 
assets enumerated above, should of course be separated from 
notes receivable which figure in the assets, and the form of 
statement makes this distinction. It is also important to observe 
under the heading of “other contingent liability” what outside 
liabilities have been assumed by the members of the concern. 
This may mean endorsement of outside paper or going surety 
for some one—as for example—a city treasurer. - A large amount 
of contingent liability is often an evidence of weakness and is 
ground for an exhaustive analysis. 

This declaration concerning contingent liability in the bor- 
rower’s statement is supplemented by the statement that none 
of the accounts receivable which appear in the balance sheet have 


been pledged or assigned, with the statement of the amount 


of assigned accounts receivable and of other assets of the con- 
cern whch have been used as collateral. An assignment of 
accounts receivable is objectionable. This means that the con- 
cern has pledged its book accounts for loans, that it is cramped 
for working capital, and therefore pledges one of its best assets. 
The bank should, in our judgment, insist upon security also if 
the book accounts have been so assigned. The concern which 
pledges its book accounts at eight or ten per cent. discount is not 
traveling toward “ easy street.” 

The item “other assets used as collateral” refers to mer- 
chandise pledged and raw material in warehouse. A proposition 
was not long ago laid before the writer which involved a credit 
of $3,000 to a hosiery concern. It was found that the book 
accounts of this concern were pledged to a trust company, and 
their merchandise as fast as made up in solid cases was put in a 
room on the door of which was the name of a New York com- 
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mission house. On every case thus warehoused the New York 
commission house made advances, and all that was in reality 
offered to the bank as security was a quantity of partly worn 
machinery. 

The item of insurance is important, and the banker should 
make sure that the borrower is not neglecting that feature of 
business, either as to fhe amount, the standing of his companies, 
or the rate paid—the rate will depend somewhat upon the fire 
risk surrounding his property. 

Under the heading “ business and results” we find various 
items: annual sales, gross profits, expenses, and net profit being 
the most important. Here again there are no general rules upon 
which the banker can rely. He should depend in all doubtful 
cases upon the expert opinion of the trade. It is extremely diffi- 
cult for the banker to carry in his mind standards of judgment 
applicable to all the various lines of business and determine on 
short notice whether a concern’s expense account is too large 
for that particular line, and the amount of business which the con- 
cern is doing. It is true that the ideal of the bank credit man is 
to possess that knowledge, but few credit men, particularly if 
they are officers of the bank with other duties, do possess it, and 
it is unnecessary for the banker to rely upon his own judgment 
when he can call to his assistance at any time the judgment of 
men who have passed a lifetime in the successful pursuit of the 
business which he is investigating. 

“ Withdrawals by partners” constitute an item which should 
be watched; a large amount taken from the business may be 
suggestive of danger to the banker. “ Bad debts” show how 
closely the concern is looking to its credits. If the bad debts 
have been large in proportion to the sales, the management, is, 
technically defective. The distinction between special and gen- 
eral partners is for the purpose of estimating the outside liability 
of the members of the firm. Often the outside resources of the 
firm are much greater than the money which they have in the 
business, and if they are trading as general partners this is all 
at the risk of the business. A large proportion of the capital 
contributed by special partners, however, renders the security 
but little better than that furnished by the limited liability of 
a corporation. 

It is important to locate all bank accounts in order that the 
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banks interested may confer to ascertain whether a customer is 
over-borrowing and to compare notes as to his success. An 
instance recently came to our notice which shows the necessity 
of careful attention to this point. A dealer in moderate cir- 
cumstances came in to a New York bank to open an account. 
He was closely examined and reluctantly admitted that he had 
another bank account, finally admitting four accounts. Sus- 
picion was, of course, excited, and investigation disclosed eight 
different accounts carried by the same person who was securing 
credit wherever obtainable. A few months later he failed. This 
information was_only secured by putting the man through the 
“third degree.” 

The question of assets on which mortgages are a lien has 
already been discussed and the “average terms of selling and 
buying” should be compared with practice in the trade, ascer- 
tained by reference to expert outside opinion. The length of 
time the partnership has been in existence is important and it 
is also necessary for the banker to inquire whether it is likely 
to expire at an early date. The “time of year when notes and 
accounts receivable of customers uncollected are generally at the 
maximum and minimum,” and the condition of stocks of mer- 
chandise at various periods of the year, are questions to which 
the banker should have complete answers. Unless watched a 
borrower will often make his statement at a time of year when 
he is, as the saying is, “cleaned out,” and the statement may 
look very attractive. During the remainder of the year he may 
indulge in reckless over trading. The questions which relate 
to inventory, verification by certified public accountants, and 
books which the concern keeps are valuable chiefly because their 
answer educates the borrower. It is important too to know in 
whose name the real estate stands; it may be an outsider, it may 
be the wife. Indeed, to fill out the banker’s form of statement 
at regular intervals, especially for concerns which have come up 
from small beginnings, is a valuable education for a business man. 

In conclusion, we would emphasize most strongly that al- 
though signed statements from borrowers are desirable, and will 
eventually come to be regarded as indispensable by conservative 
lenders, no statement can furnish protection against a rogue. 
Fraud is so cunning and evasive, it assumes such varied forms 
and presents itself under so many aspects, that the only safe rule 
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for the banker to follow is not to deal with borrowers whose 
integrity can be in any way questioned. Every large city harbors 
numbers of swindlers whose eyes are ever cast longingly in the 
direction of the bank. Ceaseless vigilance is the price of im- 
munity from their depredations, and the signed statement, while 
it may make their task more difficult, should never be relied 
on to furnish efficient protection against their machinations. The 
greatest value of the statement lies in its relation to the business 
of the honest borrower, who may possibly have much to learn 
in the way of technical or financial management, whom it edu- 
cates in a knowledge of his affairs, and who should be anxious 
to cooperate with the banker in limiting his credit to safe figures. 
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The Advantages of Bank Combination. 


By Ames Hicc1ns, 


ASSISTANT SECRETARY OF THE VAN NORDEN TRUST COMPANY, 
NEW YORK. 


The intense competition that has developed in the United 
States with the growth of population and the consequent broaden- 
ing of business has tended steadily to narrow the margin of profit. 
To meet the new conditions the evolution of new systems has been 
necessary. Two things had to be learned—the secret of cheaper 
production and the secret of broader distribution—and the answer 
to both has been found in combination. 

Why run two plants with two sets of executives, each com- 
peting in the open market for the sale of finished ‘products and 
in the purchase of raw material? Out of the situation has come 
the great corporation. Examples may be seen on every side of 
us. Not only do we see a lessening of competition in certain 
lines, a decrease of murderous cutting of prices below a fair 
level, but we see the great corporations owning the sources of 
their raw material, thus protecting themselves against the compe- 
tition not only of their former rivals—now a part of themselves— 
but of all other rivals that may spring up. 

Out of the needs of the great corporations have sprung those 
financial giants, the great banks. Of these, the two that stand 
out most prominently at the present time are the National Bank 
of Commerce and the National City Bank of New York, the one 
having a capital of $25,000,000 and deposits of $173,000,000, the 
other $25,000,000 of capital and $198,000,000 deposits. The 
National City Bank has grown from a capital of $500,000 in 1812 
to its present vast proportions. It represents a consolidation of 
banking funds. The National Bank of Commerce represents a 
combination of banking funds and banking institutions. For into 
it was merged the Western National Bank of the United States 
in New York, which had, in turn, absorbed the National Bank 
of the United States in New York. 
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The Advantages of Bank Combination. 


Having observed the natural development of the great banks, 
in response to the needs of the great corporations, we naturally 
ask ourselves: Does it pay? Have the great banks found that 
their growth into financial leviathans has turned out to the advan- 
tage of their customers and hence to themselves, and what are 
those advantages ? 

A consideration of these questions may best be begun by a 
glance at the banking situation in the United States. In this 
country we have a total of approximately 18,000 banks, divided 
into national banks, trust companies, state banks, and private 
banks. The private banks make no reports and are therefore 
responsible to no one but their owners. The state banks and trust 
companies, complying with the laws of their respective states, 
make to the state superintendents, auditors, or commissioners of 
banks such reports as are called for. The laws differ, some states 
demanding no reports, while others require semi-annual state- 
ments. New York State has recently enacted a banking law com- 
pelling the state banks and trust companies to make reports on 
call of the superintendent, after the manner of the statements 
demanded of the national banks. These latter reports are callable 
five times each year, at the discretion of the Comptroller of the 
Currency. 

The private bankers, not being required to make reports re- 
garding their condition, may naturally follow their own ideas 
regarding reserve. In many states the trust companies are simi- 
larly free from restraint. Most state laws, however, prescribe a 
certain proportion of cash (usually about 15 per cent.) which 
must be retained as a reserve against deposits. Certain portions 
of this reserve may be deposited on balance with other banks— 
notably in the large cities, where it is desirable for the country 
banks to have accounts. Many of the state laws express a de- 
cided preference for the national banks as these reserve agents. 

With the national banks there is no choice. In order to have 
funds other than those in their own vaults count as reserve against 
deposits, such funds must be deposited with a reserve agent in 
one of the reserve cities. The banks in the reserve cities must 
maintain a reserve of 25 per cent. Of this, however, they may 
deposit one-half with a bank in one of the central reserve cities, 
of which there are three, New York, Chicago, and St. Louis. 
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Another element enters into the situation. In the central re- 
serve: cities there are many and large trust companies, operating 
under state laws, and in most cases without legal restrictions as 
to carrying a reserve in their own vaults. Sound banking, how- 
ever, requires that these trust companies maintain a reserve 
against their deposits, and they carry it as a rule with the national 
banks. 

Thus the national banks in the three central reserve cities— 
which must carry their full 25 per cent. reserve in cash in their 
own vaults—are practically the final custodians of the banking 
reserves of the country. We say “practically” because a por- 
tion of the reserve of the country is carried in the state banks 
which are members of the clearing-house associations of the 
central reserve cities. These state banks, being members of the 
clearing house, must maintain a reserve of 25 per cent. cash in 
their own vaults, and are, therefore, on the same footing, so far 
as reserve is concerned, as the national banks. 

What has all this to do with the advantage of bank combina- 
tion? Let us consider the situation in New York City. In the 
New York clearing house there are fifty-four banks. Of these 
eleven are located within combining distance of central Wall 
Street. If these eleven banks could be combined into one, we 
should have an institution with a capital of $78,000,000, and de- 
_posits of $808,000,000. About $491,000,000 of those deposits 
would stand in the names of individuals and firms. 

To the credit of banks and trust companies there stands on 
the books of the eleven institutions in question $317,000,000 de- 
posits. The great majority of these banks and trust companies 
are interested in receiving checks and other items drawn on insti- 
tutions in their district, on which they can make a profit through 
the process of collecting and remitting the funds represented by 
such items. One of the great problems of the large banks in the 
central reserve cities therefore is to supply a sufficient number of 
country collection items to be of interest to the banks which carry 
balances with them. That the problem is not always solved satis- 
factorily to the country bank is evidenced by the fact that the 
latter, if its size permits, keeps balances on deposit with more 
than one of the large members of the clearing house in order to 
attract a greater volume of these country collections. 
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If the clearing house banks to which we have referred were 
to be amalgamated into one large institution, the number of 
country checks passed into the bank by the many individual and 
corporate depositors would materially increase the number of such 
checks at the disposal of the large institutions. Therefore the 
accounts of the country banks in New York could to advantage 
be combined in this one large bank. The result would be advan- 
tageous to both the large bank and the country bank. 

The advantages accruing to the city bank would have to do 
largely with the increased number of deposits and the increased 
usefulness which such deposits would bring to it. It can be seen 
that the increase in these deposits would be considerable. For 
not only would the balances of the country banks, heretofore 
spread out among several city institutions, be combined in the one 
bank, but other country institutions, attracted by the possibilities 
of the great bank for sending them business in the way of col- 
lections, would see it to their advantage to keep accounts in New 
York with this large bank. 

The advantages to the country bank from this association may 
be outlined somewhat as follows: In the first place, the country 
bank would combine with the large bank the various accounts 
which it had formerly carried with various of the ten other mem- 
bers of the clearing house which have been combined into this 
central institution. This would considerably increase the size of 
the deposits carried by the country bank and would entitle the 
country bank to very respectful consideration. This would apply 
not only to the amount of country collections which the large bank 
would feel bound to send to the country bank, but would apply 
as well to the many activities which would result from the close 
relations of the two institutions. 

One example which we might mention is that of accommoda- 
tion in the way of loans and discounts. The country bank combin- 
ing its several accounts with the one bank would certainly be 
entitled to more consideration from the large institution than 
would have resulted had these accounts been spread about among 
four or five or six different banks. This is true especially with 
regard to discounts, the amount of which is determined abso- 
lutely by the average balance carried by the country bank. Were 
the balance to be a considerable one and maintained with the 
single institution, it is proper to suppose that the amount of 
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discount or loan accommodation would be considerably aug- 
mented. 

It frequently happens that the correspondent banks of the 
large New York institutions are situated in groups in different 
parts of the country. Thus it often results that several banks 
in one district will at the same time draw against the New 
York institution for funds with which to carry on local busi- 
ness, such as the moving of crops, etc. In this way the New 
York institutions may be called upon for funds at unexpected 
times and may be stripped of these funds at decidedly incon- 
venient periods. The large central bank, however, having say 
three thousand correspondents where the smaller banks have 
three hundred, would be less likely to be adversely affected by 
these unexpected demands for the reason that these demands 
would be more widely distributed about the country. By having 
its accounts spread about the country in this way, the large bank 
would obtain the advantage of distributing its risks and render- 
ing itself less liable to sudden and extreme fluctuation in its 
cash reserve. 

In addition to the minimizing of its risks, the bank would 
be able to introduce many economies. If a national bank, it 
would be, of course, restricted in its real estate holdings to the 
building in which it carried on its business. This would make 
it necessary for the bank to construct a very large building for 
the purpose. On the other hand, however, there would be in its 
possession a large number of buildings or leases of space repre- 
senting the quarters formerly occupied by the banks now forming 
a portion of its organization. These properties in financial Wall 
Street are extremely valuable, and could be sold to advantage, 
thus not only providing funds to apply against the erection of 
a large new building, but leaving a sufficient surplus to make a 
handsome profit on the transaction. 

Moreover, the advantages which apply to the large corpora- 
tion by reason of consolidation, apply equally well to a bank. A 
staff of bank officials can handle deposits of $200,000,000 as 
readily as they can handle deposits of $100,000,000. The in- 
creased expenses for handling additional deposits come in the 
ranks of the clerks, whose services command salaries considerably 
less than those of the men who must use their judgment in the © 
conduct of the bank’s business. It may be stated, therefore, we 
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think, that the general overhead expenses of a bank increase 
much less rapidly than do the profits from an increase of its 
deposits. 

It must be borne in mind, also, that certain expenditures and 
activities which would be extravagances for the small bank, are in 
reality economies for the large banks. We are all more or less 
familiar with the extensive advertising indulged in by the large 
corporations, advertising which would mean to a small concern 
the tying up of so much money that none would remain for 
running expenses. This is particularly exemplified by the de- 
partment stores, which combine so many activities appealing to 
the purchasing public that they are able to expend large quantities 
of money calling these matters to the attention of prospective 
purchasers. As in the case of the department store, the aim of 
the great bank is to increase its usefulness to a point which will 
enable it to extend to its customers facilities covering the widest 
range of activity. In fact so like the department store has the 
modern bank become, with its activities reaching practically into 
every department of the financial field, that there has already been 
coined for this new organization the term ‘“ Department Store 
Bank.” 

The vast resources of a large centralized bank, such as we 
are discussing, make it feasible for an institution of this char- 
acter to enter with great thoroughness into the activities of all 
branches of finance. One result of this condition is specialization. 
It is a fact beyond dispute that a specialist in any line can render 
to the people employing or consulting him services far beyond 
the possibilities of the general worker. Given such a specialist 
employed by a bank having tremendous resources, we have a com- 
bination which must of necessity prove of the greatest possible 
service to the customers of the bank. We see that this must be 
true in almost any department. Particularly, however, must it 
be true in the case of departments requiring the services of a man 
with the ability to master his subject thoroughly and to give to 
others the benefit of his researches. 

Let us consider the particular benefits accruing from the 
broadening of activities which is possible to this great centralized 
institution. Take for instance the credit department. We have 
already noted that the large bank may reasonably be expected 
to attract a far greater number of country correspondents than 
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would fall to the lot of any one smaller institution. This would 
mean that the large bank would have in all corners of the country 
institutions enjoying friendly relations with it, and. therefore will- 
ing to have the large bank call upon them for information regard- 
ing individuals and concerns in their respective localities. This 
would make it possible for the large bank to procure at short 
notice detailed information which must needs be of the greatest 
service to itself and to its customers. 

Many of the European banks extend their credit department 
to a point far beyond that attained by American banks. Indeed, 
it is quite a customary thing for some of the larger banks to 
make a separate department of a certain branch of work which 
might naturally be placed in charge of the credit department. 
This has led in many instances to the creation of an information 
bureau. Probably the best example of a thoroughly organized 
information bureau is that of the Credit Lyonnais in Paris. 
This is in charge of a trained specialist who has under his direc- 
tion an extensive corps of employees. The work of these 
employees covers an astonishing range of activities. It is 
hardly too much to assert that with the information at hand 
the Credit Lyonnais specialist could (and in many instances does) 
write encyclopedic bulletins on all manner of subjects from white 
mice to white elephants. The customers of the bank seem to 
regard the information bureau as something to be utilized to 
settle every question, just as we in America are inclined to write 
to our favorite newspaper for advice on mooted points. The 
employees gather information on many subjects, financial and 
general, from the newspapers of almost every country on the face 
of the globe. They have at hand information which enables 
them at practically a moment’s notice to formulate a statement 
regarding the financial condition of the government of every 
civilized country. 

It is, perhaps, too much to expect that the large bank which 
we are discussing would care to go quite so far in this direction 
as the Credit Lyonnais. The researches of such a department, 
however, could be made vastly valuable. Take for instance a 
single example of its possibilities. With three thousand or pos- 
sibly four thousand correspondent banks scattered through the 
country, it would be a comparatively simple matter for the large 
bank to obtain weekly reports during the season regarding the 
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local condition of the crops throughout the entire country, to- 
gether with the changes in the banking situation and the probable 
requirements which would have to be met in the matter of moving 
crops. A large bank possessing this information, and possessing 
in addition the desire to do so, could readily make such arrange- 
ments as would undoubtedly tend to make the moving of the 
crops less of a strain on the financial centers than we all know 
it to be at present. 

The services of such an information bureau as this need by 
no means be confined to the United States. In carrying on its 
operations in foreign countries the large bank would necessarily 
have relations with numberless foreign institutions. The time 
has passed when these foreign banks consider their responsibili- 
ties met by providing facilities for the purchase and sale of ex- 
change and the cashing of drafts drawn against letters of credit. 
Europe and the United States are beginning to work together 
in the flotation of issues of securities which have a world wide 
interest for investors. This being the case, there is no reason 
to suppose that the foreign banks would be averse to contributing 
their quota of local information to the United States, just as the 
United States banks now contribute to the archives of the Credit 
Lyonnais. 

We might mention securities here as another department in 
which the large bank, represented through its specialist, could 
be of tremendous service to the small bank and its customers. 
The bond department of a bank is a recent development, just as 
a few years ago the foreign exchange department was unknown 
as one of the bank’s activities. This is particularly true of the 
national banks. Up to within a comparatively short time, it was 
the custom for the banks to leave to the great bond houses this 
matter of supplying investors with securities. The banks would, 
of course, accept orders for securities and would in a somewhat 
haphazard and not very thorough way give more or less sound 
advice regarding the investments to be made. The actual trading, 
however, was left to the great bond houses. This has to a 
certain extent been changed, and even the national banks may 
be seen entering the bond field. A national bank is permitted 
to carry bonds as a secondary reserve. Should it seem prudent 
for the bank to part with a portion of its securities so held at 
a price say one-fourth of one per cent. or one-half of one per 
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cent. higher than that paid for the bonds, there can be no 
possible objection to the transaction and there: does result to 
the bank a small profit. 

How much better this could be done by the large bank than 
by the small institution is easily figured out. A bank with a 
capital of a million dollars, paying proper attention to prudent 
banking principles, can hardly invest more than one-fourth of 
that amount in securities. The bank with a capital of ten or one 
hundred times that amount has an immediate advantage in the 
amount of securities it can carry. The very fact that the large 
bank could afford to carry the greater amount of securities would 
enable it to serve interests much more diversified than would be 
possible in the case of the smaller institution. In its dealings in 
bonds the large bank would thus be enabled to extend its services 
not only to its own direct clientele (which by this time would be 
enormous) but also to its correspondent banks and to their cus- 
tomers. The circle of its usefulness, therefore, would constantly 
continue to increase. 

The banking system which has approached nearest to the ideal 
of thinking men seems to be that system which contemplates the 
free establishment of branches. In the United States the free 
establishment of branches is confined to the state banks in cer- 
tain states. Should a state bank having branches desire to incor- 
porate as a national bank, such a bank is permitted to keep its 
‘branches under certain conditions. These conditions are that the 
capital of the bank be divided equally between the branches and 
the parent institution. Thus if a bank having a capital of 
$10,000,000 desired to maintain nine branches, it would be neces- 
sary for each branch bank and the parent institution to be capi- 
talized at $1,000,000. This, of course, would render it impossible 
for the parent institution or one of the branches to loan more than 
ten per cent. of its capital or $100,000 to any one institution or 
individual, a condition which robs branch banking of one of its 
most desirable features. 

A condition akin to branch banking may, however, be effected 
in the following manner: A group of individuals controlling a 
bank, say in New York City, may acquire an influential interest 
in a bank in each of the important cities, say Philadelphia, Boston, 
Washington, New Orleans, Chicago, Denver, St. Louis, San Fran- 
cisco and Seattle. A New York bank possessing such a list of 
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affiliations could be of particular service at Washington to the 
country bank, it being assumed that both banks are national 
banks. Every national bank is required to have in Washington 
an agent whose duties have to do with witnessing the destruction 
of mutilated currency and the comparing of the bank’s United 
States bonds with the books of the Treasury Department. The 
latter service is performed once a year. The service of witness- 
ing the destruction of mutilated and worn-out bills, however, may 
take place several times during a similar period. There are in 
Washington certain agents who have for a great many years 
made a special practice of representing the national banks 
throughout the country in connection with these two duties. A 
New York bank having affiliations in Washington, however, could 
perform this service at a trifling expense for its customers, and 
thereby render them a distinct saving in the fee which has here- 
tofore been paid for this service. 

If the group of individuals to whom we have referred can 
obtain interests in banks throughout the country there is no rea- 
son to suppose that they would be prevented from obtaining an 
interest in say a New York trust company. This would give 
them the advantage of being identified with an institution which 
could enter into fields of activity prohibited to the national bank. 
The affiliation of a trust company with a commercial bank of great 
size, having correspondents in the important cities of every corner 
of the country, would provide an opportunity for a properly 
equipped real estate specialist to be of large service, not 
only to his own people, but to the country at large. Such a 
specialist, with the vast resources at his command, could afford 
to divide the country into districts and to establish in each dis- 
trict a trained assistant. The duties of this assistant could be 
made to cover a wide range of activities. First and foremost, 
he must familiarize himself with the situation in his territory, 
learning thoroughly the values and conditions of real property 
in every city, the worth of farm lands and crops, and the possi- 
bilities with respect to the development of town and country. 

This real estate specialist would put the South and West in 
touch with the East, and make it possible for the country corre- 
spondents to place in New York some of the good real estate loans 
which the limit of their available funds makes it impossible to 
handle and which in the majority of instances are at present 
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declined by the New York banks because of their distance and 
because of the impossibility of obtaining first-hand information 
and of keeping in touch with local conditions. Thus a definite 
and far-reaching service could be rendered in developing the 
newer districts and in bringing the different sections of the coun- 
try into closer touch. 

Far as the scope of affiliated institutions would extend, it may 
reasonably be doubted if it would entirely meet the needs of 
banking in the United States. Undoubtedly branch banking 
would go much farther toward welding our banking system into 
something like a harmonious whole. At present we have nearly 
18,000 banks, practically all of which are in direct competition 
with other institutions for deposits, for the privilege of loaning 
funds, and in the other fields of activity proper to banks. The 
establishment of a chain of branch banks would undoubtedly lead 
to the lessening of unwise competition and to the introduction of 
economies in management besides promoting the mobility of capi- 
tal and preventing hurtful fluctuation of interest rates. 
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The principal source from which a commercial bank derives 
its profits is its loans based on its deposit accounts. In this paper 
we propose to make a study of the deposit accounts of a bank with 
special reference to the profit which a bank derives from them. 
Recent developments, such as the insurance investigation and the 
financial stringency in New York, during which the rates for 
call-loans advanced to 20 per cent. and higher, have turned public 
attention to banking methods and practices. We have become 
aware of the tremendous power wielded by those men who have 
control of the large accumulations of cash in the money center 
of the country. Nearly every autumn the attention of the coun- 
try is attracted to the condition of the New York money market, 
bank-statements are closely scrutinized for falling reserves, and 
business-men prepare themselves for a “close” money market. 
Everybody understands that this regularly recurring phenomenon 
is due to the westward movement of cash to “ move the crops,” 
but just how this cause produces this effect is not so clearly com- 
prehended. 

Financial stringency in the New York money market means 
that the cash reserves in the banks are depleted and that the 
banks are compelled to call in their loans and to refuse to 
make new loans until the reserves are restored and the danger 
of falling below the legal minimum is passed. The National 
Bank Act requires that the national banks of New York, a cen- 
tral reserve city, shall keep on hand at all times cash to the 
amount of 25 per cent. of their net deposits, these deposits includ- 
ing the balances due to other banks and trust companies as well 
as those of ordinary customers. The whole matter, therefore, 
concerns the ratio between the reserves (the lawful money in 
the vaults of the banks), and the net deposits; the ratio must 
not exceed 1:4. If it does exceed this ratio, either the reserves 
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must be increased or the deposits diminished until the ratio is 
brought down. 

This necessity under which the banks are placed, of keeping 
on hand a definite amount of cash as reserve gives rise to a 
series of interesting monetary problems. The practice of per- 
mitting the country national banks to keep a portion of their 
reserves with the reserve city banks, and the practice of the New 
York banks of attracting these deposits by the payment of interest 
has been condemned by some as dangerous. It has been asserted 
that the disturbance which accompanies the annual withdrawal 
of these country balances in the autumn for the purpose of 
“ moving the crops”’ may sometime develop into a serious panic. 
The responsibility of the Secretary of the Treasury is a matter 
of much dispute. Should he relieve the situation by making 
deposits of cash in the New York banks, secured by some form 
of collateral more accessible than United States bonds; or should 
he keep hands off and compel the banks to work out their own 
salvation by reducing the volume of loans? 

While there can be no difference of opinion as to the value 
to the banks of ready cash at certain times, which is clearly 
marked by the rate for call-loans, there is considerable dispute 
as to the profit derived from cash-deposits in ordinary times. 
Bankers maintain that their profit is made from the interest and 
discount on loans and that its amount is determined by the dif- 
‘ference between what they pay for the use of money and what 
they receive for the use of the same funds. If the bank pays 
two per cent. on deposits when the market rate for loans is five 
per cent., they will say that the gross profit is three per cent. ; 
their net profit is ascertained by deducting the expenses of doing 
business from the gross profit. 

I have before me a statement of a bank-officer, taken from the 
records of a bank, in which he says: “The gross earnings on 
deposits of this year averaged 5.12 per cent. The earnings on the 
capital and surplus, however, were included in these figures, 
bringing the earnings on capital, surplus, and deposits to 4.56 
per cent. The expense of handling the business during the same 
period averaged 1.22 per cent. on deposits and the average rate of 
interest paid on deposits was 2.08 per cent., leaving the net profits 
1.26 per cent. on deposits. At the same time, the average rate 
of interest from loans and investments was 5.25 per cent.” 
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This statement seems to imply that the bank borrows money 
(deposits) at 2 per cent. and loans it again at about 5 per cent. 
(loans and discounts), thus making a gross profit of about 3 per 
cent., out of which must be deducted the expenses of doing busi- 
ness, leaving a net profit on deposits of something like 114 to 2 
per cent. 

The statement goes on to say that the profits of the business 
averaged 4.87 per cent. on the capital invested, or 3.16 per cent. 
on the market value of the stock. A glance at any bank-state- 
ment will show that the item “deposits” is always very much 
larger than the capital of the association and that a comparatively 
low rate of profit on deposits may mean a very fair rate of 
dividend on the capital invested in the business. The question 
immediately before us is, therefore: how does a bank secure the 
deposits on which it makes its profit? The analysis of this point 
takes us deep into the mysteries of banking. 

First, let us examine the following table of items taken from 
the statements made to the Comptroller of the Currency by the 
banks : 





September, 1902 


All National Banks | Percent 


in Central Reserve | Loans & Disc. | Net Deposits | Reserves (Capital & Surp. a. 


Cities deposits 











New York...........| $607,058,485| $753,438,055| $186,075,545| $1090,820,628) 24.70 
Chicago. ..... hare ona 186,032,319 209,595,160 45,876,681 41,385,250| 21.89 
St, Louis... 83,044,138 77,554,662 18,732,488 27,010,303| 24.15 
Philadelphia........ 153,086,371 198,003,810 53,848,619 46,088,541; 27.06 
Boston. . see ceecesecss 165,895,017 178,073,545 53,406,901 55,551,037, 209.84 
Cincinnati.......... 37,136,131 49,500,417 12,060,682 12,787,521 24.32 
San Francisco 20,047,531) 23,406,346 8,712,561 10,261,553| 37.08 

















One of the first things we notice is the large amount of the 
loans and discounts and deposits as compared with the capital 
and surplus and the reserves. Another point is the correspond- 
ence in amount between loans and deposits, and if we had the 
figures of any one bank showing the variation from time to time, 
we would see that the loans and deposits fluctuate together. 
We should also see that the ratio between the deposits and the 
reserves remains approximately four to one. 

Let us begin our analysis of banking with the statement that 
a bank loans its credit, as a general rule, rather than cash. We 
will have to prove this, for the average banker will insist that 
he loans cash. Let us see what credit really is. 
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Credit is the promise to pay money at a future time and arises 
out of an exchange in which property, services, or some valuable 
thing is exchanged against a promise to pay an equivalent value 
in the future. The transaction is not complete until the promise 
is discharged. A credit is created, therefore, by a transfer of 
value which is still incomplete, one of the parties as yet not having 
performed his part of the contract; in lieu of property, the second 
party gives the right to receive from him value at some future 
time. Having been once created, this credit, this right to receive 
value, is regarded as property and may be transferred as any other 
form of property. Whoever possesses the legal right to receive 
this value may demand it of the debtor when it is due. 

As a medium of exchange, credit is superior to standard 
money in that it does not involve the transfer of a valuable good 
produced at great cost. The function of the bank is to promote 
the use of this inexpensive substitute for standard money,— 
credit. It does so by affording a market wherein credits can be 
bought and sold. A typical illustration of this important ser- 
vice to the business of the community is as follows: 

The process of producing a cotton garment from the raw 
material until it reaches the consumer requires many months of 
time and the participation of many separate industries. The raw 
cotton must be grown from the seed, ginned, baled, transported, 
carded, spun, woven into cloth, cut and sewed into the form of 
the garment, transported and sold to the jobber, wholesaler, re- 
tailer, and consumer. Practically every step involves an exchange 
in which a guid pro quo is necessary. For example, a cotton- 
mill owner cannot perform his part in the chain of production 
unless he can possess himself of the raw cotton and hold it long 
enough to make it into cloth. If he has no equivalent to exchange 
for the cotton, he is estopped from business. The owner of the 
raw cotton, perhaps, cannot wait 60 or 90 days for his pay, and 
he cannot, therefore, accept the credit of the mill-owner in ex- 
change unless he can sell that credit for cash. The credit of the 
mill-owner, in the form of a promissory note, is not a medium of 
exchange which the cotton dealer can use to pay his obligations. 
The bank, however, stands ready to buy that note and give for it 
something which can be used as a means of payment. The bank, 
a market for negotiable commercial paper, has made possible the 
exchange of cotton and the industry of the country has been aided. 
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Because a market for credit exists, exchanges can take place 
which would otherwise be impossible. 

Besides furnishing a market for credits already in existence, 
banks engage in transactions in which credits are created by 
receiving deposits and making loans. In exchange for cash 
deposited, the depositor receives the promise of the bank to repay 
the sum on demand. This is evidenced by an entry in the pass- 
book of the depositor. The bank redeems its promise, either 
partially or entirely, whenever it accepts a check drawn upon it 
by the depositor. 

In loaning money, the bank may exchange cash for the 
promise to pay of the borrower, either on demand (a call-loan) 
or at some stated future time (a time-loan). This, however, is 
not the usual transaction. 

Ordinarily, when the bank makes a loan, it is to a regular cus- 
tomer who has an account. In this case, the borrowing customer 
receives, in return for his promise to pay, a credit on his deposit 
account against which he may draw checks. In this transaction, 
the bank exchanges its own promise to pay money on demand for 
the promise of the borrower to pay a larger sum at some future 
time or, if it is a call-loan, on demand; the whole matter is simply 
an exchange of credits. It is because the borrower rarely takes 
cash from the bank, but prefers to accept a deposit credit, that 
the items of the bank-statements, loans and deposits, correspond 
so closely in amount. A large part of the deposits of a bank are 
created in this way, the balance are created by the deposit of 
cash or cash items. 

The deposit item of a bank is not, therefore, a record of the 
sums of money brought into the bank by customers, although 
it includes such sums; it represents, rather, the demand liabili- 
ties of the bank (excepting its circulating notes outstanding), 
that is, the sums it may be called upon to pay at any time. Is 
it not clear, therefore, that what a bank loans is not cash but 
its own credit? It is a simple matter of fact that the borrower 
does not take money when he gets a loan, but takes instead a 
credit on the books against which he can draw checks, that is 
to say, he accepts the promise of the bank to pay on demand, 
which is a deposit credit. The very fact that a deposit-credit 
is payable on demand does not make it any the less a credit. 

The question may be asked, why do persons borrow from the 
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bank unless they need the money? Why are they willing to pay 
interest on funds which they leave in the bank? Why are they 
willing to take the credit of the bank instead of cash? An answer 
to these questions involves a study of the business habits of the 
business community. 

A business man borrows from a bank in order to get some- 
thing with which to make payments; not usually immediate pay- 
ments but payments falling due from time to time within a month 
or so. The most convenient method of making payments is by 
means of a check drawn against a deposit-credit at the bank. 
The chances are, however, that it will be some time, perhaps 
several weeks, before the business man who made the loan at the 
bank will have given out checks for the whole amount of the loan, 
and in the meantime he may be getting in funds which are de- 
posited in the bank. Furthermore, before the loan falls due, he 
begins to accumulate a deposit, so that when the loan matures, 
he has simply to draw a check in favor of the bank in order 
to cancel the debt. The bank has the use of the funds, for 
which the customer is paying it interest, for. some days after 
the loan is made and for some days before the loan is repaid. _ 

But there is still a further advantage to the bank. In the 
first place, the checks given out by the depositor are not presented 
at once for payment but may go to a distant city and pass through 
many hands before they find their way to the bank. During all 
this time, perhaps for a week or two, the bank has the use of 
the funds. Even when the check comes back to the bank, the 
bank does not ordinarily have to part with the funds represented 
by the check, although the drawer has ordered the bank to pay the 
amount to the presenter of the check. If the check falls into the 
hands of a customer of the bank, he will take it to the bank and 
increase his deposit account instead of asking for cash. As a rule 
the check will come into the possession of a person who is the 
customer of another bank and he will increase the deposits of 
that bank. This bank, through the clearing-house, will collect pay- 
ment of the check from the bank on which it is drawn. Yet even 
now the debtor bank need not part with the cash, for on the pre- 
ceding day it had received on deposit from its own customers, 
checks on the bank holding the check against it. They simply 
cancel off their mutual obligations, perhaps paying a small balance 
the one to the other. Still the money remains in the bank. In 
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fact, the only time the bank is called upon to redeem its demand 
obligations is when a check is actually presented at the teller’s 
window far cash payment or when the balances at the clearing- 
house are running against it. 

By looking at our figures again we may see that the demand 
liabilities (deposits) of the banks are usually four times as large 
as their cash on hand. Experience has taught them that a cash 
reserve of 25 per cent. of their deposits is amply sufficient to 
meet all demands for cash payments which are likely to appear. 
Three-fourths of a bank’s demand liabilities represent its own 
credit, which it is able to keep outstanding because the business 
community prefer to use checks as a medium of exchange rather 
than cash. This credit of the bank serves all the purposes of 
money and the bank can get interest for the use of it just the same 
as if it were cash. 

It is precisely the same as if the bank loaned its credit iri the 
shape of bank-notes. Before the War, when there were few re- 
strictions on the issuing power of banks, the borrower received 
from the bank its notes, that is, its promises to pay on demand; 
to-day the borrower receives the promise of the bank to pay, but 
in the shape of a deposit credit which really amounts to exactly 
the same thing. Checks, based on these deposit credits, circulate 
as a medium of exchange, although in a more restricted way than 
the old bank-notes. Nobody will deny that a bank-note is simply 
the promissory note of the bank and that the bank loaned its credit 
when it gave bank-notes to borrowers. Why should anybody 
deny that a modern bank loans its credit when it gives to the 
borrower a deposit-credit ? 

The main source of the bank’s profit is the interest received 
on loans and discounts and it follows that the profit varies directly 
with the amount of loans made. What then is the limit to the 
amount of loans a bank may make? The National Bank Act sets 
no direct limit to the loans a bank may make except that it for- 
bids any national bank to loan to any individual or firm an amount 
greater than one-tenth of the bank’s capital. Indirectly, it places 
a limit on loans by providing that national banks shall keep a 
reserve which shall not fall below a certain percentage of the 
net deposits. When a bank gives a loan it must either part with 
that amount of cash, thus reducing its reserve, or it must give 
a deposit credit, thus increasing its net deposits; in either case 


211 





The Journal of Accountancy. 


it has increased the ratio between reserve and net deposits and the 
limit to which this ratio may be increased is one to four, in central 
reserve city banks, which is the same as saying that the reserves 
must be 25 per cent. of the deposits. 

When the bank loans actual cash instead of credit, it increases 
the ratio between reserve and deposits four times as much as 
when credit is loaned. Example: A bank with deposits of 
$1,000,000 and a reserve of $300,000 (the ratio between them 
being 1:3%4) loans $100,000. If the borrower takes the cash from 
the bank, the deposits remain as before but the reserve has fallen 
from $300,000 to $200,000, thus changing the ratio of reserve to 
deposits to 1:5 which means that the reserve is only 20 per cent. 
of the deposits, which is below the legal minimum if the bank is a 
New York National bank. Suppose, on the other hand, the bor- 
rower accepts a deposit credit instead of demanding cash. The 
deposits have increased to $1,100,000 while the reserve remains 
as before at $300,000, the ratio in this case rising to 1:324. When 
the borrower took cash, the ratio changed from 1:3 % to 1:5; 
when the borrower took credit, the ratio changed from 1:3% to 
1:3%. In the first case, the reserve was depleted below the 
legal limit; in the second case, the bank could still loan another 
$100,000 before it reached the limit. There can be no question 
as to whether the bank would prefer to loan its cash or its credit. 

It becomes easier now to see the reason why cash is such a 
precious commodity in Wall Street; not because cash is a medium 
of exchange, for Wall Street uses very little of it in transacting 
its business, but because cash is the basis of credit which is the 
medium of exchange. Hence the rivalry among the banks to 
secure cash deposits, for cash deposits mean larger reserves, larger 
reserves mean new credit created to three times that amount, new 
credit means larger loans and consequently increased dividends. 
Hence, also, the great disturbance caused by the withdrawal of 
a few millions of cash deposits, taken by the country banks to 
“move the crops.” Withdrawals of cash mean depletion of re- 
serves, which results in a shrinkage of bank-credit and a reduction 
of profit-making loans. More than that, the contraction of credit, 
the medium of exchange in 99 per cent. of the important trans- 
actions of the market, has the same effect as the retirement of a 
large portion of the circulating medium. The effect of the move- 
ment of a few million dollars westward would be an unimportant 
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matter if it involved the contraction to that amount only of the 
medium of exchange; under present conditions it involves a con- 
traction of three times or more, of the amount. 

Those great accumulators of cash, the country banks, the sav- 
ings-banks, trust companies, investment companies, and insurance 
companies have in their power the control of the money-market, 
for the cash at their disposal forms the basis of a vast structure 
of credit on which the business of the financial center of the 
country rests. The dangerous element in the situation arises 
from the instability of this foundation, for the withdrawal of 
cash from the reserves of the banks causes the collapse of the 
superstructure, credit. 

In view of these facts, the rate of interest which the New 
York banks pay for cash deposits, 14% or 2 per cent., is a small 
matter. For every dollar of cash deposited they are enabled to 
loan credit to three times the amount at from 2 per cent. to 6 
per cent., thus making a gross profit of from 5 per cent. to 15 
per cent. on the cash deposit. The estimate is below rather than 
above the actual rate of profit, since those banks which are not 
national banks, expand their credit much more than national 
banks are permitted to do; that is, their reserves are habitually 
much less than 25 per cent. of their net deposits. 

The word “deposit” is ambiguous and has a dual nature. 
When a banker asserts that he makes 5 per cent. gross profit on 
his deposits, he uses the term as meaning demand liabilities out- 
standing (excepting, of course, circulating notes). A deposit of 
cash in a bank, however, means something more than an increase 
to that amount of the demand liabilities of the bank; it means an 
increase of reserve to that amount on the basis of which the bank 
is justified in increasing its demand liabilities by three times the 
amount deposited and this it usually does if there is a market for 
the loans. On the receipt of a deposit of $1,000 cash, the bank 
does not put $250 in the reserve and loan $750; it puts $1,000 
in the reserve (for the reserve is not a special fund, but represents 
practically all the cash on hand at any particular time) and in- 
creases its loans and demand liabilities (deposits) $3,000, if it is 
a national bank, or more if it is not. 

In view of the ambiguity of the term “ deposits,” it would 
seem much more reasonable to reckon the rate of profit made by 
the banks, not on the deposits, but on the capital, surplus, and cash 
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reserve. The capital and surplus represent the investment of the 
stock-holders, while the reserve represents the money of the public 
invested in the business. On this basis the rate of gross profit 
would be much higher and would reflect more exactly the income 
derived from the cash investment. A cash deposit increases the 
reserve and its profitableness should be reckoned on the basis of 
profit on reserve rather than on the basis of profit on deposits. 





Bank Examinations. 
By Apam A. Ross, Jr., C. P. A. 


In discussing the question of audits, directors of national 
banks have often been heard to state that they considered the 
examinations made by the national examiners to cover all that 
is necessary in the way of inspection of the bank’s accounts. 
That this is not the case is being constantly proved to us by 
the logic of events. While we may not reasonably expect to 
be wholly free from bank failures or defalcations, the compara- 
tive frequency with which both are reported in the daily press 
would seem to indicate that there is something at fault in the 
present methods of inspection and control. It is impossible for 
the national bank examiner to make, in the limited time at his 
disposal, a thorough investigation into a bank’s accounts, and 
many of the examiners freely admit that their work is not to be 
considered in the light of an audit; while some, in fact, are 
strong advocates of independent examinations by disinterested 
auditors. 

The work of the national examiner is special in its nature 
and is done on behalf of the Comptroller of the Currency, to 
whom alone he is responsible. He does not act, directly at least, 
on behalf of the shareholders or the management of the bank, nor 
are his findings communicated to them except on such occasions 
as the Comptroller may call attention to some infringement of 
the banking regulations. It is true that his work embraces the 
counting and inspection of the bank’s cash, loans, collaterals, in- 
vestments, etc., as submitted to him, and also to some extent the 
balancing of many of the general accounts of the bank, including 
the individual deposit ledgers, stock ledger, etc., and considerable 
work that is in the line of auditing; but in addition thereto he 
has to keep the Comptroller advised of the amount and char- © 
acter of the bank’s resources and liabilities, the borrowings, if 
any, of the directors, the loans, if any, in excess of the limit 
prescribed by law, its organization and method of conducting 
its affairs, the plan, to some extent, of its accounts and the means 
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taken for their internal checking and verification; and generally, 
the securing of such information as will enable the Comptroller 
to judge of the bank’s soundness and to know whether or not it 
is being conducted in compliance with the laws under which it is 
being allowed to operate. The careful performance of these very 
necessary and important duties within the brief period usually 
allowed for his work must fully occupy his time and leave small 
opportunity for real auditing. Now and again these hard-work- 
ing servants of the government come in for considerable criticism 
on account of their failure to detect defalcations that have been 
more or less cleverly concealed for a period of years, but it will 
be acknowledged by those familiar with the onerous character 
of their work that on the whole they are rendering, within their 
limitations, good service to the government and to the banking 
community. The blame for many of the disastrous bank defal- 
cations and failures should rather be laid at the doors of those 
bank directors, who for one reason or another, fail to recognize 
that one of the important duties of their trusteeship is not only to 
keep advised of the condition of their trusts as shown by the 
records prepared within their own institutions, ‘but further to 
have those records inspected and their integrity tested by inde- 
pendent and disinterested professional examiners. 

The transactions of the modern bank are so numerous and 
varied, their ramifications so far-reaching and the amounts in- 
volved so large that it would seem no more than reasonable and 
prudent for their managers to take steps to assure themselves 
of the integrity of their accounts. The practice of having the 
accounts of other business corporations regularly audited and 
certified to by professional accountants is rapidly becoming a 
fixed custom in this country, and it is rather remarkable that 
such important institutions as banks, whose methods and whose 
stability are of such consequence, not only to their stockholders, 
but to the business community generally, do not make this custom 
more general in their own case. There is, however, a growing 
tendency among bank managers, at least in the larger and more 
progressive communities, to delegate this important work to pro- 
fessional accountants. 

It is true that the by-laws of practically all banks provide 
for one or more detailed examinations of the assets during the 
year by a committee of the directors. The plan is a good one 
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and should be carried out faithfully. It tends to familiarize the 
directors with the details of their bank’s workings and has a good 
moral effect upon the staff. The more progressive boards, how- 
ever, place their real dependence upon the work and report of 
their professional auditors. To them is delegated the important 
task of verifying the bank’s accounts, and of examining and 
reporting upon its assets; and by this arrangement the board 
is enabled to learn from independent sources the precise condi- 
tion of their bank, while at the same time the proper administra- 
tion of its affairs by its officers is confirmed. In such matters 
as the declaring of dividends, the writing off of doubtful assets, 
etc., the board bases its actions not upon the reports of its officers 
alone, but requires in conjunction therewith, the statement of its 
auditors. Most officers are only too glad to share the responsi- 
bility in matters of such importance. 

As to the scope of the examination that should be made in 
order to really cover all that an audit should be, it must be 
admitted that the character of many of the examinations which 
have been made in the past, and which are more or less com- 
mon at the present time, has not been of a very high standard. In 
many cases, audits, so called, have been performed by men of 
comparatively narrow professional experience, but who perhaps 
have been more or less familiar with banking routine. Such 
examinations are confined usually to a count and inspection of 
the assets in sight, and to ascertaining that their totals agree 
with what the ledger appears to call for. Usually nothing is 
attempted in the way of testing the records to see if they have 
been truthfully kept, nor is the principle of external check applied 
to any considerable extent. Such superficial inspections have 
satisfied many directors, and while they have been relatively value- 
less to the client, they have helped at the same time, unfortunately 
for the profession, to set up a standard of fees wholly incom- 
patible with good work. This, combined with the onerous and 
responsible character of the work when properly performed, has 
made the field of bank auditing rather uninviting to the account- 
ant in active general practice. But the merits of the higher class 
of work are becoming better known, there is a growing demand 
for auditing of the right sort, and the time is not far off when 
all important financial institutions will apply to their own affairs 
the same principles of inspection and auditing that they often 
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recommend to their customers. In England, the Companies Act 
of 1879 has made it compulsory for every banking institution 
registered under its regulations, to appoint auditors who have 
no responsibility to the directors, but only to those who appoint 
them—the stockholders of the bank. 

The problems met with in bank auditing are not radically 
different from those the accountant meets in other lines of 
business, but to do effective work he must to a considerable extent 
be familiar with bank routine. Bank bookkeeping, though it 
may sometimes appear mysterious to the average man on the 
outside of the counter, is really very simple, and it is only its 
immense volume and the confusing and inexpressive terms com- 
monly used in speaking of its operations and functions that make 
it seem formidable. Right here it might be remarked that 
there is an excellent opportunity for a national body like the 
Institute of Bank Clerks to take up, if they have not already 
done so, the question of banking terminology, to the end that 
a book, e. g., for recording amounts of interest collected be 
known by some more expressive name than “ réd book,” while 
the same book in another bank perhaps enjoys the equally expres- 
sive name of “blotter” or “ scratcher.” 

Because of the different classes of banking institutions and 
the varying character and volume of their operations due to 
locality, purpose of organization, etc., it is difficult to set down 
definitely just what should constitute a perfect bank audit, but we 
can note in a general way certain points which must be covered 
in every audit together with a few special points which are 
prominent and important because they are the result of experi- 
ence gained in investigating defalcations. 

It is important that all inspections and verifications of cash 
and securities be made without notice and at such times as will 
admit of the least opportunity for their manipulation. The audi- 
tor should assure himself that each in its entirety is submitted 
to him or take precautions to render impossible the counting of 
the same cash or securties a second time. It will readily be seen 
that in a large institution this would require that the auditor be 
assisted by a competent and reliable staff if he is to perform his 
work thoroughly and expeditiously. It is hardly necessary to 
add that the totals should be compared not only with the tellers’ 
or departmental totals, but that they should agree with the final 
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record, the general ledger. Care should be taken to ascertain that 
nothing has been omitted from the day’s work in arriving at the 
balance, and that on the other hand no improper credits have been 
taken for disbursements. Items not cash, but carried as such, 
should be examined, inquired into and reported. A careful in- 
spection of the items constituting the cash balance will often 
disclose abuses which, if unchecked, lead to serious irregularities. 

In attempting to verify collateral loans, particularly those on 
demand, it is of little value merely to compare the notes and 
securities on hand with the usual records in the bank, taking for 
granted the correctness of the latter provided the totals agree 
with the general ledger. Defalcations have been successfully car- 
ried on and concealed for years by the misappropriation of partial 
payments on account of loans which were purposely not endorsed 
on the notes. In case of examination the full amount of the 
original loan appeared, therefore, as part of ‘the grand total 
of loans, and there has usually been sufficient surplus collateral 
available to help bolster up the seeming genuineness of the item. 
Written statements of all demand loans and of all Joans with 
collaterals should be sent to the borrowers for the purpose of 
obiaining their confirmation of same. This makes impossible the 
carrying of fictitious loan items, and at the same time provides 
the only adequate verification of collaterals. The latter are sub- 
ject to frequent substitutions and shiftings, and no internal check- 
ing, no matter how exhaustive, can possibly cover the verification 
of so large an item of assets. 

Discounted commercial paper should be examined, totalled and 
agreed with the general ledger. It is not practical to apply the 
principle of external check to the greater part of this class of 
loans, as for instance, in items of “bought” paper where the 
borrowers have sold their notes through a broker, and do not 
know by whom it is held. Items can be taken at random, how- 
ever, throughout the list, which are susceptible of outside proof. 
Notes sent away for collection should, of course, be confirmed 
by correspondence. 

Past due or suspended notes should be examined, inquired 
into and reported in full to the board of directors. 

Stocks, bonds and investments, present but little difficulty and 
can be verified by inspection of the securities on hand or by 
correspondence if held by other banks. 
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Balances due to and from other banks should be verified. At 
regular intervals it is usual for the bank to send to or receive from 
the majority of correspondents statements of account. These 
statements and the reports thereon together with the “ remit- 
tance” letters received from day to day usually furnish the audi- 
tor with the information necessary for ascertaining the correctness 
of the various balances. 

Accounts of capital stock, cashier’s checks, due bills, certified 
checks and certificates of deposit are susceptible of much the same 
general treatment by the auditor, viz., an inspection of the can- 
celled items, comparison thereof with the stubs or original records, 
and seeing that the open and outstanding items agree with the 
general accounts. Items of longer standing than usual should 
be inquired into and, if necessary, reported to the officers. 

Individual deposits is one of the most important accounts in 
the bank and it is through the manipulation of the accounts of 
depositors that the majority of defalcations have taken place. No 
one employed in this department should in any way have access 
to the bank’s funds, nor should those in charge of the funds have 
anything to do with the keeping of the records of deposits. Fur- 
ther, pass-books should be balanced or statements of depositors’ 
accounts prepared by some one other than the individual 
ledger keepers. Occasional exchange of duties and positions of 
the clerks without notice makes for safety, and, incidentally, 

‘efficiency. Pass-books should be balanced frequently and not 
allowed to run unsettled for long periods. In the progressive 
West, many banks have abandoned pass-books except as a sort of 
receipt-book. The details of each depositor’s account are written 
up on a statement form daily and kept ready for balancing and 
delivery at any time. If not called for by the end of the month, 
the statements are all sent out together with tne cancelled checks. 
This makes a “clean up” of the month’s work, and leaves no 
accounts unbalanced by reason of the depositor’s failure to leave 
his pass-book for settlement. With these precautions faithfully 
adhered to, exhaustive auditing would not be necessary in this 
department, but the auditor must satisfy himself concerning the 
actual conditions. It will be necessary for him to ascertajn that 
the ledgers are in balance, and to test them for the purpose of 
detecting irregularities, if any exist. In the absence of the safe- 
guards mentioned, pass-books should be inspected and balanced, 
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and received from and delivered directly, if possible, to the de- 
positors. The extent to which this can be carried out must 
depend largely on circumstances, but in a more or less continuous 
audit where the auditor has access to the books from time to 
time, the great majority of the accounts can probably be in- 
spected in the course of six months or a year. Statements are 
sometimes mailed to the depositors by the auditor containing a 
memorandum of their balances at last settlement and deposits 
made since, and asking their confirmation of same. This method 
is good so far it goes, but does not by any means fully cover 
the situation. 

The verification of earnings and expenses should receive the 
auditor’s attention. The records in respect of these accounts are 
apt to be very incomplete in many banks, notably with regard to 
interest on demand loans. No permanent record is kept in many 
institutions showing how these items are made up. The inter- 
est bills are made up from the notes themselves in many cases, 
the interest payments are endorsed on the notes, and, upon pay- 
ment and surrender of the latter, the only intelligible record of 
the transactions disappears from the bank. This is not unlike a 
merchant who would destroy his sales records as soon as each 
bill was collected. It is true that the loans could be restated 
from the books, but only after exhaustive investigation on the 
part of the auditor. Simple but complete records can be kept, 
showing, without additional work, all the details pertaining to 
interest collected, and which will be susceptible of very thor- 
ough audit. Errors in calculating interest will occasionally occur, 
and they are more apt to be to the bank’s loss than otherwise. 
Experience has shown that both errors and misappropriations 
have occurred in these items in the absence of control and check 
by means of a permanent record. 

Investigation should also be made to see that all income from 
investments, rents, etc., has been received and properly accounted 
for. Calculations of discount should be tested for at least a 
portion of the period under audit. Vouchers and other authority 
for charges to expense accounts should be examined, and inquiry 
made as to what precautions, if any, are taken to insure the 
proper use of the usually large sums drawn for postage. 

In addition to the work suggested there is, of course, the 
examining and testing of the general ledger. The principles of 
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auditing which would be applicable in this regard are well known 
and need not be dwelt on at length in this paper. Among other 
things the comparison of departmental books and totals with this 
book of final record is one of the points which would naturally 
suggest itself to any auditor. 

The pointing out and elimination of dangerous methods or 
lack of methods, the improvement of existing methods, comment 
and suggestion looking to economy in effort or to better results 
for the same efforts, are all matters which come within the 
province of the auditor and for which only experience can qualify 
him. 

After the completion of the work there remains the prepara- 
tion and submitting of the balance sheet, and, if the audit be a 
periodical one, statement of profit and loss for the period. The 
balance sheet may be accompanied by as elaborate schedules of 
the assets, etc., as may be desired, but it is usual to at least 
present carefully prepared statements of the different classes of 
loans with schedules of the collaterals and their values, schedule 
of discounted notes showing the total of each borrower, whether 
single-name or endorsed, schedule of past due notes, and state- 
ment of stocks, bonds and investments. With these details placed 
before them one or more times during the year, and having in 
mind that the separate items have been independently verified by 
all the internal and external checks which it is practical to make, 
it would seem that there would be but small likelihood of direc- 
tors not knowing what was being done with the funds of their 
institutions. 





Causes, Methods and Prevention of Bank 
Defalcation. 


By Epwarp Preston Moxey, C. P. A. 


The industries of our country may be roughly divided into 
two great classes, viz—commercial and financial. In both of 
these lines we find those who are unfaithful to the trust confided 
to them and abstract the assets of the concern by which they are 
employed. Of the two, however, the financial businesses offer 
greater temptations for this abstraction of assets. This is due 
to the fact that the commodity dealt in by such concerns is 
money or that which is payable in money, and the prospec- 
tive thief knows that it can be appropriated with less chance of 
detection than can articles of a commercial character. The 
man who would not hesitate to help himself to some money 
from his employer’s drawer, would pause when it came to the 
theft of an article of merchandise. The man who steals a 
watch, for instance, knows that he cannot receive value from 
it until it is converted into money. He knows further that this 
conversion can only be accomplished with a certain degree of risk 
to himself, due to the fact that the watch can readily be identified. 
There is in the nature of the case itself a good reason why such 
a business as that of banking is open to more temptations than 
other businesses, which do not confine their operations to deal- 
ing in money. 

The defalcations which occur among bank employees may, 
for convenience, be divided into two main classes, viz: those 
made by the officers of the institution, and those for which the 
clerical force is responsible. 

Bank defalcations by officers will exist just so long as men are 
placed in important positions, where it is an easy thing to obtain 
all the money they may want to carry on their own schemes, with- 
out proper safeguards which will require the connivance of 
several men to obtain any money which may be wanted. The 
reasons which have influenced officers of banking institutions to 
abstract and misapply the funds intrusted to their care are 
numerous. We have. first those cases in which the officers are 
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} interested in outside enterprises, and, having exhausted their own 
or their friends’ money, make use of the money of the bank. The 
promoter of an enterprise is not slow to take advantage of the 
influence it will exert among the prospective stockholders if the 
name of the president of the national bank of the locality is 
enlisted among that number. He knows also that if he can 
interest such a president, the proposed company will have no 
difficulty in borrowing money to carry on its financial operations. 
A certain promoter received from a national bank president a 
subscription of the bank on condition that a paper mill be erected 
in the town. On suit brought by the receiver of the bank to 
recover the amount of the subscription from the paper company 
the court held that the president had no right whatever to sub- 
scribe such donation. 

In many cases the president is made an officer or a member 
of the board of directors of the outside project, and on the 
strength of this many are induced to place their money into the 
securities. For a time it is considered best to pay dividends on 
such securities, and the money for this is borrowed from the bank. 
It is not long before it becomes necessary to loan to the company 
in order to prevent it from becoming insolvent. It is thought 
if only it can be tided over this temporary difficulty everything 
will be all right, and its ultimate success assured. 

In his recent report to Congress, the Comptroller of the Cur- 

' rency makes the following statement: 

“ A bank does not often fail suddenly. The condition which 

‘leads to it is apt to be of comparatively slow growth. Far 

the most frequent cause of failure is a large line of loans to some 

concern or group of concerns in which the officers are interested, 
or to officers themselves. When the loans are new they look all 
right and frequently are good; but if things go wrong and this 
outside venture loses money the loans begin to increase, and soon 
good money begins to go after bad with the inevitable result.” 

In many cases it is not the interest of the president, or other 
officers in outside enterprises which causes the failure of the bank, 
but the speculation of those men in the stock markets. The 
method pursued here is the same as that adopted by the average 
speculator, that of buying on margin, the whole idea being to 
carry as many shares as possible with the least possible amount 
of money. The president of an eastern bank recently tried his 
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hand in the stock market as a speculator. He confidently ex- 
pected that the stock in which he was dealing would rise in 
value and make him a rich man. Unfortunately such was not 
the case, and in his desire to carry the stock he used the money 
of the bank. This money was obtained by him throughe over- 
drafts on his account. When such overdrafts reached large pro- 
portions, they were wiped out by his unsecured note, which on 
maturity was replaced by a renewal note also without security. 

The mania of stock speculation is not confined to any one 
class of men, nor any one section of the country. Bank men 
are just as susceptible to its influence as are those in other walks 
of life. Some years ago a large bank in the middle west was 
wrecked by its vice-president, in an unsuccessful attempt to corner 
the wheat market. A southern bank became insolvent through 
the speculation of its president and cashier in the cotton market. 
Many more cases might be cited showing the same thing in all 
sections of our country. The number of bank wrecks strewn 
along the financial beach are silent witnesses to this truth. 

The methods which officers of banks use to obtain credit to 
their accounts are various. As an illustration we might cite the 
case of a bank president who procured a banking firm to dis- 
count his individual note, credit the proceeds to the bank, and 
notify the bank that he had deposited the amount with them as a 
credit to the bank. The bank had previously allowed this man 
to overdraw his account, and on the strength of the notice of the 
banking firm that the deposit had been made with them allowed 
continued overdrafts. The note on maturity was taken care of by 
the president, in his official capacity, authorizing the banking firm 
to charge the amount to the bank, which they did. 

Many bank officers feel that in order to be looked up to by 
the people of their community, they must maintain a high social 
position. This oftentimes cannot be done on the moderate salary 
they receive; and in the absence of any money of their own, the 
funds of the bank are used for this purpose. The failure of a 
national bank in the east revealed the fact that its cashier had 
been living on the bank’s money for a series of years. He and 
his wife dressed extravagantly, they drove fast horses and enter- 
tained lavishly. Their palatial home and the expenses incident 
to their luxury were paid for by the money of the bank. 

The using of the money of a bank by its officers for their 
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advancement in politics is another cause of failure. This was 
strikingly illustrated some years since in the case of a bank 
in the middle west. The president of this institution desired to 
become the mayor of the city in which his bank was located, and 
found it necessary to spend large sums for campaign purposes. 
Soon exhausting his own money, he drew on the bank. The 
method which he employed was by allowing the bank to pay out 
money to insolvent persons on their notes, he knowing at the time 
that such notes were worthless. He also caused false entries to 
be made on the books of the bank purporting to show that a cus- 
tomer had deposited a certain sum to his general credit, when in 
fact, he well knew no such deposit had been made. The money 
obtained by him in this way was used for the purpose of bribing 
certain city officials in his own interest. 

It is unfortunate, yet true, that bank officers are allowed too 
free a hand in the management of their bank. Bank directors 
who do not direct, and who allow the officers of the institution to 
have practically complete control in the matter of loans, are 
morally responsible for many failures which arise through exces- 
sive loans to officers. 

Comptroller Ridgely, in his report above referred to, in 
speaking upon the subject of excess loans says, “ When such 
loans are discovered the banks are always notified that they must 
be reduced to the legal limit, and in most instances they are, 
even though they may soon reappear in new notes. The chief 
difficulty with the enforcement of this clause of the bank act is 
the lack of any reasonable penalty which can be imposed. There 
is no way to discipline an offender but the general clause autho- 
rizing the Comptroller to begin a suit for the forfeiture of the 
charter of any bank violating any of the provisions of the act. 
In other words, there is no penalty but death to the corporation 
for what is alone no more than a serious misdemeanor, The result 
of this is that in more than forty years no Comptroller has felt 
justified in invoking such a severe penalty. 

“In most cases where the violations have been so excessive 
and flagrant as to justify closing the bank for excess loans, 
they have soon been closed through insolvency. In many cases 
where it was still possible to collect the loans, the mere threat 
of a suit has led to their being collected, or at least taken out 
of the bank. But this is not as it should be.” 
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No officer of a bank can devote its funds to his own personal 
use without this act being known to some of the clerical force. 
He knows that the clerks who have knowledge of his wrong doing 
will say nothing in any way detrimental to himself. Every clerk 
knows that if he says anything he will be discharged. Some story 
would surely be concocted which would effectually prevent his 
employment by other financial institutions. If bank clerks would 
do their full duty and tell of the criminal actions of the officers 
of which they have knowledge, there would be fewer cases of 
defalcation by bank officers than at present. 

Another cause of bank defalcation may be traced to the laxity 
with which the criminal laws of our country are administered 
by the judges of our courts. Any bank officer who wishes en- 
couragement in wrong doing has only to read the great number of 
cases which show not only misinterpretation of the law and a 
favorable charge to the jury, but also how, with the help of a 
shrewd criminal lawyer, the defaulters are enabled to postpone 
time and again the just sentence for their misdeeds and in many 
cases are acquitted. The influence which is brought to bear to 
save the defaulting officer is very powerful. Cases can be cited 
in which certain members of the jury are known to have been 
bribed to bring in a verdict of “not guilty.” This does not 
always succeed in acquitting the officer under indictment, but is 
likely to cause a mistrial. A bank president in one of our south- 
ern cities was brought to the bar of justice four times before he 
was convicted and finally sentenced. The president of a bank 
in a western city was likewise tried four times before conviction. 
It is the chance of being enabled to evade the stamp of “ guilty ” 
which encourages bank officers to criminally use the funds of the 
institution with which they are connected. 

The criminal laws of our land provide that in case of convic- 
tion the defendant has the right to appeal for a new trial, and if 
this is not allowed, he may appeal to a higher court. There is 
no such privilege extended to the Government. If the Govern- 
ment had the right of appeal to a higher court in cases of acquittal 
where the rulings of the court against the Government were 
illegal it would act to deter bank officers from the criminal use 
of money which has been entrusted to them by confiding de- 
positors. 
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It must not be supposed that the bank officer is the only one 
subject to temptation to criminally use the funds of a bank. The 
clerical force is subject to the same temptations as those which 
beset his superior officer. The clerk sees how easy it is for him 
to obtain the money of the bank through lax methods in its 
system of bookkeeping. A mail clerk in a western bank ab- 
stracted a portion of the bank’s funds by charging “ exchange 
account,” a profit and loss account of the bank, with a larger 
amount of exchange than had been actually expended for col- 
lecting out-of-town items; or crediting the same account with 
a smaller amount than had been collected by the bank from cer- 
tain of its customers on account of collection charges. The 
difference was pocketed by him very easily, as the receipts and 
payments of exchange were made in money. It was only the 
increased size of the exchange account, the debit balance show- 
ing an increase disproportionate with that of the bank’s business, 
which aroused the suspicion that the bank was being systema- 
tically robbed. 

A discount clerk in another bank succeeded in getting away 
/ with a large sum of money by crediting less interest to the interest 
account than was actually collected by him on notes of customers. 
When a customer paid his note on maturity the interest was 
figured at the highest possible amount and credited by the dis- 
count clerk at the lowest possible amount, he applying the dif- 
ference to his own use. 

It is only when bank men begin to realize the necessity of 
having transactions such as those given, handled by two or more 
employees that the defalcations by the clerical force, due to the 
lax methods in the bookkeeping of the bank, will be corrected. 
The advantage of the system proposed lies in the fact that a clerk 
in one department of the bank would be a check on a clerk in 
another department. Frequent transfers of clerks from depart- 
ment to department would do away with any possibility of con- 
nivance between them for the purpose of converting the bank’s 
money to their personal use, and at the same time make them 
more proficient in their work. 

Again, defalcations by the clerical force of a bank may be 
’) ascribed to the fact that there is oftentimes no direct supervision 
of their work by the officers or directors of the institution. Much 
confidence is placed in the integrity of an employee, and it is only 
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whezi he is found unfaithful to his trust that the officers realize 
their mistake. An employee of an eastern bank was sent to the 
post office with a certain amount of money for the purchase of 
postage stamps. He invariably expended a smaller amount for 
stamps than the amount entrusted to him by the bank. His theft 
was discovered by a remark made to a director of the defrauded 
institution by the man who sold the stamps. 

A clerk is oftentimes encouraged to criminally use the funds ,- 
of thé bank by observing how easy it is for his superior officers 
to do the same thing. He knows that the officer who applies 
the funds of a bank to his own use can do so with impunity as far 
as the board of directors are concerned, and if discovered the 
consequences of his act oftentimes do not fall on himself. Under 
these conditions is it any wonder, if in need of money to pay 
gambling debts for fast living, or speculation, that he emulates 
the example of his superior officer? He sees how easy it is for 
the officer of the bank to obtain the money, and soon becomes 
familiar with the methods of concealment. These methods he 
employs to his own use and improves his financial condition at 
the expense of the bank. Unfortunately for the clerk, however, 
when his crime is discovered he is either summarily discharged 
with very little chance to obtain another financial position, or is 
brought to the bar of justice, where he is usually convicted. He 
has no influential friends to use their power and their money to 
shield him. 

The number of national bank failures is not as large as might 
be supposed. From the date of the granting of the first charter 
to a national banking association in 1863, the year the National 
Bank Act was passed, to October 31, 1905, 7,966 banks were 
organized. At the close of business on October 31, 1905, 5,858 
national banks were in existence, which is 73.5 per cent. of the 
number organized; 1,669 were in voluntary liquidation, 21 per 
cent.; and 439, 5.5 per cent insolvent. The latter number does 
not include 21 national banks restored to a condition of solvency. 

To quote from Mr. Ridgely’s report in reference to the above 
figures; “ The history of the national banking system has been 
marked by very few failures, only 5.5 per cent. of the total num- 
ber of associations chartered from 1863 to October 31, 1905, 
having been closed as the result of insolvency. The failures, 
with a few exceptions were due to fraudulent management or 
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violations of the restrictive provisions of the national banking 
laws.” 

It must not be supposed that the 460 failures mentioned in 
the Comptroller’s report, represent the sum of national bank de- 
falcations in our country. It is only those cases which have 
resulted in the failure of the bank that are recorded. Many de- 
falcations by officers are not sufficient to cause the failure of the 
bank, the stock-holders being assessed for an amount covering 
the loss. More particularly is this true in the case of defalcations 
by the clerical force. As a rule, the clerk is discharged and the 
matter hushed up. The feeling of the bank officer in such a case 
is that if the clerk is tried and the fact of his theft made public 
property, it will reflect in some way on the credit of the bank. 

National bank defalcations have existed from the passage of 
the National Bank Act to the present time, and they will exist 
just as long as a proper method of examination is not employed 
for the banks of the country or by them. The National Bank 
Act itself provides that suitable persons shall be appointed by the 
Comptroller of the Currency with power to make thorough exam- 
ination into all the affairs of every national bank. Yet it is 
universally recognized at the present time that the system of 
examination as now conducted by the United States Government 
for national banks does not inspire the intended degree of con- 
fidence. 

Hon. George M. Coffin, vice-president of the Phenix National 
Bank of New York City, and formerly deputy comptroller of the 
currency, in the December number of the Bankers’ Magazine, 
says: “ Further proof of the banker’s lack of confidence in Gov- 
ernment examinations is the increasing number of special exam- 
inations of banks made by audit companies and expert account- 
ants, which cost much more than do those of the Government. 
Frankly stated, the Government examinations do not now com- 
mand the respect and confidence of which they should be fully 
worthy. Congress therefore, ought to do two things to improve 
this service : 

1. Provide compensation for examiners by salaries (instead 
of fees), allowing also actual cost of traveling and hotel expenses. 

2. Place examiners under civil service rules, as are now all 
officers and clerks employed in the Comptroller’s Office, from the 
deputy comptroller down, making their selection and promotion 
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depend entirely upon character, special training, and general fit- 
ness for this important work. 

“No one with any experience of human nature will imagine 
for a moment that any system of examinations can be devised 
which will completely prevent bank failures, but if there are 
defects in the existing system, the Government, which under- 
takes the supervision of these banks, owes it to depositors and 
shareholders to correct them with the least possible delay, and 
to provide a service fully equal to any now furnished by private 
enterprise, free from any sinister political influence.” 

The examinations as at present conducted by the Government 
are good as far as they go, but they do not go far enough. They 
are not thorough enough, for the examiner does not verify the 
correctness of all the balances appearing on the bank’s books. 
Again they are too hurriedly made to be of much value. There 
are seventy-seven (77) national bank examiners in the United 
States, who are required to make 11,716 examinations each year, 
or an average of 153 to each examiner. Assuming that all the 
examiners are steadily employed every day of the year excepting 
Sundays and legal holidays, they can devote on an average only 
two days to each examination. In the short time at his disposal, 
all the examiner can do is to take a balance sheet off the ledgers, 
examine collateral for loans and balance the cash. He does not 
balance the pass-books of depositors nor does he verify the cor- 
rectness of the books of the bank. 

Comptroller Ridgely, speaking upon the question of complete 
examinations for national banks, says: “ Perhaps it is not practi- 
cable nor advisable to have such complete service as this by 
officers of the Government. It is more a matter for the directors 
of a bank. It is now being done very thoroughly by an increasing 
number of the best banks and it is a matter to which every board 
of directors should give the most careful consideration.” 

The examination advocated not only by Comptroller Ridgely, 
but by the most progressive bankers of the country is that 
made by the public accountant. The examination of the public 
accountant furnishes additional protection to the banker against 
dishonesty, in that he has more time to spend at the work; he 
verifies the correctness of all the balances on the books and is 
enabled by his wide experience to suggest to the officers of the 
bank improvements in the system of bookkeeping used. 
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Examinations by public accountants are a necessary supple- 
ment to the work of the official examiner, increasing the confi- 
dence both of depositors and stock-holders. The bank that 
surrounds itself with every safeguard is in the strongest position 
to command the banking business of a community. Under pres- 
ent conditions this can best be accomplished by an independent 
examination by thoroughly qualified accountants employed for 
that purpose by the directors of the institution. 
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EDITORIAL. 


Annual Audit for the Equitable. 


Mr. Paul Morton, President of the Equitable Life Assurance 
Society announces in a circular letter to the policyholders, dated 
December 14, that “It will be the policy of the new adminis- 
tration of the Society to insist on an independent audit of its 
accounts as to its fiscal condition once each year, the result of 
which will be published.” 

This announcement, we believe, marks the beginning of a new 
era in the larger of the life insurance companies. Mr. Morton 
here sets up a standard which competing companies will be forced 
to adopt if they wish to retain the confidence of the public. There 
is in the public mind a deep seated conviction, born of the aston- 
ishing disclosures which Mr. Hughes has elicited from embar- 
rassed life insurance officials, that this business is one which 
cannot be judiciously and economically conducted, even by the 
best of men, unless the light of day falls upon every transaction. 
The business of life insurance has too long been shrouded in a 
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jargon unintelligible and in accounts subterranean. The new 
management of the Equitable, if it regularly employs competent 
public accountants to tell the story of its business, will quickly 
regain the prestige it has lost in the last ignominious year. 

In this connection we cannot help referring to Tur JourRNAL’s 
comment in the December issue apropos of Mr. Tarbell’s sug- 
gestion that a law be passed making it the duty of the superin- 
tendent of insurance thoroughly to audit the books of all life 
insurance companies. THe JourNAL then said: “ The state in- 
surance department has. proved itself in the past incompetent to 
make a thorough audit.” Since the December number was issued 
Superintendent Hendricks of the Insurance Department of the 
State of New York has been an instructive witness before the 
Armstrong Investigating Committee. He admits that he himself 
has known very little about the business done by the big insurance 
companies of New York, and that his department has never 
sought for any information not clearly exposed on the face of 
the books. Evidently, if we are to have thorough examinations 
of insurance companies by the state officials the law must provide 
that the only persons eligible to offices of this character shall be 
certified public accountants. 





Profits on Cash Deposits. 


One of the most important problems of practical banking is 
suggested in the article “ Profits on Bank Deposits” by Dr. 
Earl D. Howard, of the University of Pennsylvania, which ap- 
pears in this issue of THe Journat. Briefly stated, Dr. Howard’s 
contention is that banks of discount and deposit purchase securi- 
ties and bills receivable with their deposit liabilities to pay money 
on demand. Owing to the general use of checks as currency, 
and the almost universal practice of depositing all funds, whether 
cash or credit, the banks are called upon to redeem only a small 
portion of their deposit liabilities in actual money. The result 
is that, taking the national banks as a whole, $1 of actual money 
supports $7 of demand credit which is exchanged by the banks 
for commercial paper and other productive assets. This is one 
of the commonplaces of banking theory, which was understood 
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and clearly explained by Alexander Hamilton more than a century 
ago, and which later writers on this subject have accepted with- 
out question. It is indeed a self-evident truth that either in the 
form of notes or of deposits a bank issues a very much larger 
amount of demand credit than the amount of cash upon which 
the security and acceptability of its credit demands. 

But while the premises of Dr. Howard’s argument are trite 
and familiar commonplaces of banking theory, the conclusion 
which he draws has never, so far as our knowledge extends, been 
elaborated. In substance this conclusion is that since $1 of cash 
supports $7 of credit, the rate of interest which the bank should 
pay on a deposit of cash should be based not upon the rate earned 
on the deposits, but should represent a fair proportion of the 
income which the bank receives on the credit which this cash 
supports. In other words, f a New York bank earns 3 per 
cent. on its deposits, and if $1 of cash in this city supports $4, 
then the earnings of the bank on such cash as is deposited with it, 
and which constitutes practically its entire reserve, is not 3 
per cent. but 12 per cent. 

This is a conclusion which practical bankers, especially those 
in the reserve cities, will not be particularly anxious to accept 
as valid, for it might encourage the country banker to press for 
a higher rate of interest on his balances with reserve agents. 





The Ohio Bill Amended. 


The bill to establish an Ohio State Board of Accountancy, 
of which a draft was printed in the December issue of THE 
JourNAL, has been put forth in a new form embodying sugges- 
tions received from leading accountants throughout the country. 
This second draft of the bill omits the waiver clause contained 
in the first draft; also the clause providing that the board may 
in its discretion refuse to recognize the certificate of any state 
which does not extend similar privileges to persons holding Ohio 
certificates. The second draft is also less stringent with regard 
to the use of such expressions as public accountant, expert 
accountant, etc. It provides that no person shall in any manner 
assume or use the name, title or style of certified public account- 
ant unless he holds a certificate, but does not forbid the use of 
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such general titles as expert accountant, chartered accountant, etc. 

It is the intention, we understand, later to submit a subsidiary 
measure to the state legislature restricting the practice of account- 
ancy within the State of Ohio to holders of C. P. A. certificates. 
In the meantime, however, promise is made that opportunity will 
be taken to debate the question im extenso with members of the 
American Association. This is no more than just, for where 
questions of enfranchisement are concerned, or curtailment of 
existing privileges is contemplated, the interests of the members 
of the American Association, individually and collectively, should 
be reckoned a factor in determining the issue and be protected 
at all hazards. Accountants all over the country will watch 
with much interest the course of this bill in the Ohio Legislature. 
So much care has been given to its preparation that a law should 
emerge which should prove a model for other states. 





Improvement in National Bank Examination. 


One of the most pressing reforms now claiming the atten- 
tion of Congress is that of increasing the efficiency of national 
bank examinations. Previous Comptrollers of the Currency have 
called attention to the imperfections in the present system, but 
it has remained for Comptroller Ridgely to bring forcibly to the 
attention of Congress and the public the imperative need of its 
thorough re-organization. 

There are now in the service seventy-eight examiners to 
examine 5, 858 banks, or 11,716 examinations a year. This is an 
average of two examinations a day. The public accountant who 
frequently devotes from three to five weeks to an examination of 
a large bank, and who, after a most painstaking investigation 
of its affairs, signs his certificate in fear and trembling lest some 
irregularity or defalcation has gone undiscovered, can appreciate 
the justice of the Comptroller’s observation that it is not reasona- 
ble to expect a complete audit of the books of every bank or the 
checking up of every department with such a limited time at the 
disposal of the examiner. Indeed, the wonder is, not that the 
examiners have made mistakes, but that they have done as well 
as they have. 

On the whole, the record of national bank examinations is 
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one of which we should be in no way ashamed. As the Comp- 
troller says, “In the main the examiners have been faithful and 
competent men, doing conscientious and good work.” It is sig- 
nificant, moreover, that only 5% per cent. of the entire number 
of national banks have failed, as against 17% per cent. of state 
and private banks during the same period. Whatever criticisms 
may be leveled against the system of national bank examination 
it is in any event far superior to that conducted under the super- 
vision of the states. The Comptroller recommends the abolition 
of the fee system, which combines with the limited time at the 
disposal of the examiners to make their work hurried and super- 
ficial. He also recommends a large increase in the number of 
examiners. 

A significant feature of his report is the emphatic approval 
_ which he gives to the practice increasingly in vogue among the 
larger banks of employing the services of professional account- 
ants to make thorough and periodical examinations of their 
condition. As the Comptroller says, “ This is a matter to which 
every board of directors should give the most careful attention.” 
The official examination is necessary, but every banker who has 
employed the services of a competent accountant will, we be- 
lieve, agree that no matter how greatly it may be improved, the 
official examination can never be compared with the careful 
audit of the professional accountant. It has been suggested, and 
we approve of the suggestion, that public accountants should be 
allowed to register with the Comptroller’s department and that 
those banks which employ their services should be exempt from 
official examination. Whatever may be the result of this sug- 
gestion, it is certain that the number of banks which will employ 
the services of the public accountant will rapidly increase. 





The Gold Supply and the Bond Market. 


Among the topics now engaging the attention of bankers and 
investors, the effect of the new supplies of gold upon the prices 
of commodities and securities is one of the most interesting. It 
is generally admitted that with an estimated production of gold 
in 1905 of $375,000,000, the outlook is for higher commodity 
prices, and, if as seems probable, the production of gold shall con- 
tinue to increase at a rapid rate for some years to come, it is 
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reasonably certain that the tendency of commodity prices for a 
like period will be upward. The proposition is also put forward 
with much force of dogmatic emphasis, that because the value of 
the dollar is declining, therefore the demand for securities which 
entitle their holders to a fixed income payable in dollars will 
diminish, and as a result, the prices of bonds will fall. 

Certain considerations opposed to this proposition as to the 
effect of rising prices upon bond values may, however, be sug- 
gested. The principal demand for bonds comes from institutions 
and estates. In some cases their demand is limited by law to this 
class of securities, in other cases by custom. It is unreasonable 
to expect such a revolution in investment opinion as would be 
necessary to relax these conventional restrictions. It may well 
happen, and indeed is to be expected, that the demand of indi- 
viduals, if the rise of prices continues, will be more and more 
shifted to stocks, but the institutional demand will not, we are 
safe in saying, be greatly changed. Periods of prosperity, more- 
over, rapidly swell the funds entrusted to insurance and trust 
companies and savings banks, and to that extent, the demand for 
bonds. The determining consideration, therefore, in any fore- 
cast of the course of the bond market, is the supply of bonds. 
Rising stock prices, which usually accompany an upward trend 
of commodity prices, encourage directors to rely upon the sale of 
stock to supply new capital, especially because, in this way, by 
offering new stock at par, they can favor their stockholders 
without raising the rate of dividend to an unpopular figure. The 
tendency is already observable among large corporations to issue 
either stock or bonds convertible into stock. This tendency, it is 
not unreasonable to expect, will operate to materially reduce the 
supply of certain classes of gilt edge bonds. 

Suggestions favoring the contrary view will occur to students 
of this question—the rapid increase in municipal bonds, the in- 
creasing issues of street railway bonds and of certain classes of 
industrial bonds, and the great importance of the private investor. 
Enough has been presented, however, to warrant the conclu- 
sion that while some advance in the rate of interest on long 
time bonds may be necessary, this will not be great, and for the 
same reason, there is no reason to apprehend any large decline 
in the prices of existing issues as a result of the increasing supply 
of gold. 
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New York State Society. 
The Proposed Amendment to Admit Outsiders Is Discussed and Rejected. 


The December meeting of the New York State Society of 
Certified Public Accountants, held at Mouquin’s on the 11th, was 
one of the liveliest in the history of the society, the extension of 
membership privileges being the subject of discussion. Speeches 
were made by Messrs. John R. Loomis, How, R. M. Chapman, 
Suffern, Ryan, Gottsberger, Weiss, Rose and Cook. The final 
vote, by a large majority, rejected the proposed amendment to 
the by-laws admitting to membership in the society certified public 
accountants of other states. About fifty members were present, 
President Farquhar J. Mac Rae in the chair. 

Mr. Loomis, who proposed the amendment, spoke as follows 
in its favor: 


Mr. PRESIDENT :—At the last meeting of our society, conform- 
ing to the requirements of the By-Laws, I gave written notice that 
it was my intention to offer, at the next regular meeting, a motion 
for an addition to be made to Section 3 of the By-Laws having to 
do with the qualifications for membership, such addition to be 


“ Any person holding a certified public accountant certifi- 
cate under the laws of any state other than New York, and who 
is in the active practice of his profession as a public accountant, 
and who resides or has a place of business in the State of New 
York, may become a member of this Society.” 


I, therefore, Mr. President, now make this motion: That Sec- 
tion 3 of the By-Laws of this Society, having to do with the quali- 
fications of membership, be amended by adding the words “ Any 
person holding a Certified Public Accountant certificate under 
the laws of any state other than New York, and who is in the 
active practice of his profession as a public accountant, and who 
resides or has a place of business in the State of New York, may 
become a member of this Society,” the Section as a whole when 
amended to read: 


“ Any person holding a certificate from the University of the 
State of New York as a Certified Public Accountant in good 
standing may become a member of this Society. 
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“ Any person holding a Certified Public Accountant Certificate 
under the laws of any state other than New York, and who 
is in the active practice of his profession as a public accountant, 
and who resides or has a place of business in the State of New 
York, may become a member of this Society. 

“ The application of any person desirous of becoming a mem- 
ber must be approved in writing by a majority of the Commit- 
tee on Admissions, and such person may then be admitted by 
a majority vote of the Board of Directors at any meeting.” 


In submitting this motion for the thoughtful consideration of 
the members present, I should like to state briefly a few of the 
reasons influencing me. 

I am a firm believer in the importance of cultivating and 
encouraging the idea of fraternal and reciprocal relations between 
the various C. P. A. societies of the several states. New Jersey 
has recognized this principle of reciprocity and has incorporated 
it in its law. Illinois recognizes it also. Ohio, in the draft of its 
proposed bill, recognizes this principle more broadly than any 
other state has done, going so far as to make provision for the 
issuance of a certificate as a certified public accountant to any 
person holding a valid certificate as a C. P. A. under the law of 
any other state. 

Our state does not recognize this principle, much to our regret. 
I say “our regret” for the reason that not long ago our board 
of directors gave much thought to the advisability of asking the 
Legislature to so amend the law as to permit the Board of Regents 
to issue certificates to any person holding a similar certificate 
from any other state who had an office for the conduct of his 
business in this state. It did not, however, seem good policy at 
the time to press this matter. 

I feel great respect for the certificate issued by any state. For 
this reason, I have no objection to the use by anybody of his title, 
without qualification, as C. P. A. anywhere. 

We have within our state a few gentlemen actively engaged 
in the practice of their profession as public accountants who hold 
certificates as C. P. A.’s under the laws of other states, whose 
chief places of business or residences, or both, are here. They 
are subject to practically no control or restraint through any pro- 
vision of our law or rules and regulations of our society. These 
gentlemen are of the highest character and ability, and are an 
honor to the profession. No men have worked harder or accom- 
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plished more for the advancement of the profession than they, yet 
there is no way by which they may obtain certificates under our 
law, or become eligible for membership in our society except by 
submitting to a certain prescribed examination. 

It does seem to me that if we meet this matter in a liberal 
and generous manner and give such persons the opportunity of 
becoming members of our society, we will have accomplished 
much that is desirable which would take years to accomplish 
through legislation. The moment such persons become members 
they are under the control of the society, and subject to its rules 
and regulations. 

One great object of our organization is the protection and 
control of all C. P. A. certificates, and how can this be done 
except by bringing all under its rules and regulations, and sub- 
ject to its discipline? 

The position assumed by this society in this matter will, I 
believe, be followed by other societies, and we shall be able to 
accomplish among ourselves much towards advancing the inter- 
est of the profession and the protection of our certificate—much 
that we must fail to accomplish if we waited for necessary 
changes in our law. 

Other societies look to the New York State Society to take 
the lead and they have the right to expect that we will adopt 
a liberal and genefous policy towards all persons holding certifi- 
cates under the law of other states who may come into our midst 
and take up their abode with us. 

In my judgment this is a most important motion and if favor- 
ably considered I sincerely believe will work greatly to the ad- 
vantage of the society and to the best interests of the profession. 


The objections of those opposed to the amendment were 
expressed as follows by Mr. H. R. M. Cook: 


Mr. PRESIDENT: It is usually a great pleasure to agree with 
any proposition suggested by my friend, Mr. Loomis. He is one 
of the altruistic kind who is always endeavoring to do something 
for the benefit of mankind in general or else of some one particu- 
lar man. I have endeavored at times to follow Mr. Loomis and 
to endeavor to emulate him in his noble ideas, but he has gone so 
far beyond me in this particular instance that I confess I am 
behind in the race. Mr. Loomis is of so altruistic a nature that I 
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believe he would give away willingly everything that he possesses, 
his substance, his best plans, in fact everything of value, in order 
to benefit his friends. There is, however, a limit to the altruistic 
side of my nature, and I hesitate when I am practically requested 
to take leave of my common sense, and donate it broadcast with- 
out at any rate some slight return for the sacrifice. 

Mr. President, the amendment offered by my altruistic friend 
seeks to admit into this society any person from any state pro- 
vided he hold a C. P. A. degree from some other state and may 
reasonably allege that he is doing some business in New York 
State. The prestige of this society is given to such a person 
subject to the mildest conditions and restrictions, and the mantle 
of fame and glory is clasped around his shoulders on the ground 
that it is broad-minded and a matter of policy to include in this 
society all alleged certified public accountants, no matter what 
their qualifications might be, as their number would offset any dis- 
crepancy in that particular. The result of the adoption of this 
amendment might permit the admission into this society of many 
persons whose professional, educational and fundamental quali- 
fications are much below the standard or plane prescribed and 
adopted by the University of the State of New York as necessary 
for a practitioner to possess in this community. 

It is a glorious and indisputable fact that the standards adopted 
by New York State are far higher in every respect than the 
meager requirements of the state boards of examiners and other 
bodies belonging to other states. The certified public accountant 
of the State of New York is under the wing of the highest 
educational body in the state, the University of the State of New 
York, and no other educational body in this state has any power 
to issue a similar degree. Let us pause a moment and reflect 
upon what might happen if this unwise amendment should be 
perpetrated upon us. The indifferent or even incompetent prac- 
titioner from Oshkosh, Painted Post, North Dakota, Oklahoma, 
or some other wild and woolly spot, who has succeeded in obtain- 
ing from the wild and woolly board of examiners of his wild 
and woolly state, a piece of paper alleging his competence as a 
public accountant, might be admitted into our midst, provided 
of course that he appeared to be a nice fellow and knew enough 
to conjole my altruistic friend Mr. Loomis and his friends on 
the Admission Committee and Board of Directors of this Society. 
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As to his actual qualifications, I doubt very much whether any 
examination would be made in order to ascertain his merit and 
fitness. We all know that as yet legislation controlling pro- 
fessional accountancy in other states is in only a crude condition ; 
and I believe that it is possible in some places for a man to 
fall over a stick, turn a somersault, jump through a hoop, dance 
a hornpipe or perform some delsarte movements, whereby he 
is considered a fit subject upon whom to confer a C. P. A. degree. 
The possession of a degree of this character should not admit a 
person into this society on the same plane as those who have 
regularly obtained their degrees from the University of the State 
of New York. 

In saying this I do not wish to be understood as meaning 
that there are no worthy and qualified practitioners outside of the 
State of New York. On the contrary, I know of men of great 
experience, and whose qualifications are no doubt fully equal to 
our own. But what I do maintain is this, there is no difficulty 
whatever in such a man obtaining in the State of New York in 
the regular way from the constituted authorities the same degree 
that we hold. All I ask is that any persons admitted into this 
society shall possess the same qualifications, both professional and 
educational, which we are required to possess under the laws, 
rules and regulations governing the profession in the State of 
New York. To permit less would be a retrograde movement on 
the part of this society which would belittle it in the estimation 
of the entire community, and further the society would stultify 
itself completely. 

This society has always stood for the uplifting of the pro- 
fessional plane, and as an instance of this I need only refer to 
the existence of the School of Commerce, Accounts and Finance 
established by the efforts of this society in connection with New 
York University. Of what use would be this technical school 
to the accounting profession of the State of New York, the 
object of which school is to educate young men for the C. P. A. 
degree of New York State, if this society were to admit to 
membership the indifferent or quasi-incompetent practitioner, 
and thereby raise him seemingly to the status of those who 
have obtained the C. P. A. degree in the State of New York? 
Such action on our part would be a direct blow to the New York 
University School of Commerce, Accounts and Finance, of which 
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we acknowledge paternity, the usefulness and necessity of which 
we should all acknowledge and endeavor to foster, encourage 
and support. 

I feel that the amendment offered by Mr. Loomis is in con- 
flict with the professional and educational conditions prevailing 
in this state, and in order to render his amendment more in 
harmony with the situation, I present herewith an amendment to 
his amendment. The combined amendments, if adopted, would 
read as follows: 


Any person holding a Certified Public Accountant Certificate under 
the Laws of any State other than New York, and who is in the active 
practice of his profession as a public accountant and who resides or has 
a place of business in the State of New York, may become a member of 
this Society, provided that the University of the State of New York will 
endorse, in writing, the certificate of said person to the effect that such 
certificate is satisfactory to said University and is equivalent to the pro- 
fessional and educational standards prescribed in the State of New York. 


In presenting this amendment I feel fairly sure that my friend 
Mr. Loomis will offer but slight objection, for the reason that 
I believe, generally speaking, he stands for a high professional 
plane. It is only recently that Mr. Loomis while acting as State 
Examiner had a difference of opinion with the Board of Regents 
of the University of the State of New York as to the granting 
of the degree of C. P. A. to certain persons whom the Board 
of Regents deemed worthy and well qualified, and who were not 
considered as such by Mr. Loomis as State Examiner. What- 
ever may have been the merits of the contention, the Board 
of Regents control the situation, and I mention this instance 
in connection with the particular matter under consideration in 
order to evidence to this society Mr. Loomis’ position in main- 
taining a high plane. In this instance his idea of the professional 
plane appears to have been higher than that of the Board of 
Regents, and so positive was he, and so fervent of purpose, that 
figuratively speaking he was willing to shed his blood to main- 
tain his principle; in other words he resigned his position as 
State Examiner rather than recede from his point. 

This society might be thrown into a somewhat paradoxical 
or anomalous condition by the adoption of the original amend- 
ment. We all know that in the recent process of federalizing 
the American Association of Public Acocuntants the votes of the 
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outside states outnumbered the votes of the State of New York 
by, I think, the proportion between 400 and 152. What a pecu- 
liar position for the New York State Society of Certified Public 
Accountants to be placed in at some future time, if the C. P. A.’s 
of outside states were able to control the professional affairs 
in the State of New York. And such a condition would be not 
only possible, but probable. While I can appreciate the benefits 
of the prestige and other considerations which would accrue to 
persons entering from other states, so far I have not heard this 
evening one single benefit mentioned which would accrue to the 
C. P. A. profession of the State of New York. 

In listening to the remarks which have been made here to- 
night, I have been struck forcibly by one point which seems to 
me to stand out as clear as the noonday sun. This society 
appears to contain two distinct classes of members; on the one 
hand, there are those who regard this institution as merely a 
club, organized for social and convivial purposes, while on the 
other hand there is a strong percentage of members of a more 
serious turn of mind who look upon this institution with some 
degree of veneration and respect, as representing the professional 
side and educational side of things; in other words, this latter 
class regards it as equivalent in a modest sense to the Bar 
Association. Personally I stand with the last mentioned class 
although possibly that class may be in the minority. I have no 
excuse to offer for allying myself to that particular class because 
I believe its principles to be right, and I possess the courage of 
my convictions. 

It is unnecessary, I think, for me to further debate this ques- 
tion and in conclusion I will only ask by way of summing up, 
that my friends who think with me in this matter, shall demand 
that no person be admitted to membership in this society unless 
he possesses fully all the qualifications which we are required to 
possess, and that his certificate be endorsed and approved by 
the Regents of the University of the State of New York as being 
fully equal in professional and educational value to those certifi- 
cates which are issued within our own state. 





The Other Side of Questions. 


A Positive Letter from Mr. Montgomery. 


New York, December 18, 1905. 

To THE Eprtors :—The letter from “ New York C. P. A.” in 
your December issue is interesting to “outside members” as 
being about the first clear explanation we have had of the oppo- 
sition to the admission to the New York State Society of qualified 
accountants from other states. 

The arguments as to the general desirability of education and 
the statement that the New York C. P. A. degree is an educa- 
tional one are quite in order and are, of course, not disputed, but 
they lose their force when we consider the fact that many of the 
New York C. P. A.’s who possess the degree through educational 
means are either juniors or bookkeepers, while the greater number 
of successful C. P. A.’s in active public practice are those who 
secured their degrees under the waiver clause. It is of interest 
to note in this connection that of all the states with C. P. A. laws 
New York is the only one which found it necessary to extend the 
time limit of the waiver clause. 

It appears, however, that the real reason for exclusion is at last 
disclosed. There may be a melon cutting some day and it may be 
too small to go around, therefore the accountant who came to 
New York ten years ago cannot afford to give a slice to the 
accountant who moved in three years ago, but he must look out 
for himself and the “ educated ones” solely. 

I am afraid the “ New York C. P. A.” is doomed to dis- 
appointment. Under such conditions there will be no melon 
at all. No law so obviously unfair will pass the legislature when 
its real purpose is shown. The majority of the more prominent 
men at Albany are lawyers, and it will be very easy to convince 
them that any legislation granting special privileges to New York 
C. P. A.’s is distinctly unjust to a large number of the citizens 
of the State. When the proposed legislation is asked for, we 
can imagine the smiles of the legislators when they are shown the 
true inwardness of it, and the “ little joker” appears. 

For many years in England, every effort to have such a 
bill passed by Parliament has been unsuccessful in spite of the 
strength of the Institute, and we are evidently off on the same 


246 





The Other Side of Questions. 


destructive game in spite of all the warnings we have had from 
both the English societies. 

Surely it cannot be claimed that accountancy in a few years 
has passed law in its educational preparation. Yet the lawyer 
from another state can come to New York and practice law with- 
out restriction, provided he can show the court here that he has 
satisfied the courts of another state as to his qualifications and 
character. It is not deemed necessary that he should undergo 
another examination rudimentary in its nature. 

After a rather careful survey of the situation at Albany I 
believe that with good management and united support legis- 
lation can be secured to prohibit the practice of accountancy by 
others than those properly qualified, and that the time is at hand 
to agitate for the compulsory audit of corporate books; but, if 
harmony does not prevail among accountants themselves, it will 
be suicidal to make the attempt. It need hardly be urged that 
an unsuccessful movement would be most harmful to the whole 
profession. 

It is, of course, obvious that if the present attitude of the New 
York State Society continues another society in this state is 
inevitable. Certainly the “ New York C. P. A.” will not object 
to the “outside” accountants seeing each other once in a while, 
and it is just possible that after a while the meetings of the 
outsiders would be as interesting from the standpoint of accoun- 
taticy papers and discussions as the meetings of the present organ- 
ization. 

On certain other points the “ New York C. P. A.” needs light, 
namely, the legal residence of the “outside” accountants and 
their eagerness to escape jury duty. As to the former, it is well 
known that a number of them are New York citizens and tax 
payers, and one at least is willing to do his duty as an American 
citizen and serve on a jury when called. Very truly yours, 

Rosert H. MONTGOMERY. 


A Student Who Wants Protection Against Admission by Waiver. 


New York, December 17, 1905. 
To THE Epitors :—The editors of THE JouRNAL oF ACCOUN- 
TANCY seem to be taking great pains in inventing excuses and 
making apologies for the accountants who are violating the laws. 
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In the editorial “ Outside Accountants in New York” in the 
December issue they say “They * * * practice, as it were, 
on sufferance, placing the name of the state granting the certifi- 
cate after their professional title.’ The person who wrote that 
certainly has not seen the recent advertising of some of these 
“ foreigners.” There is nothing whatever contained in the ad- 
vertising matter put out by three such firms that I can name, 
to show which state granted the certificates to its members. And 
this is not only done with the connivance of the society which 
was organized to guard the interests of New York accountants, 
but it now proposes to admit them to membership! ! 

If the New York Society would recover from its present coma- 
tose state and compel these “aliens” to drop the word certified 
entirely, it would be able to add a great many names to its 
membership roll without having to amend its constitution. 

Suppose this amendment to the New York State Society’s con- 
stitution is passed. What a bright and encouraging outlook for 
us youngsters, with our final examination only a few years be- 
hind us, who want to begin practicing on our own account! 
Until every state in the Union has passed a C. P. A law—possibly 
twenty or thirty years hence—we will have to compete with the 
fellows—they certainly are not accountants—who received their 
certificates in some other state under the waiver and whose 
experience, at the time they made application for a certificate, 
consisted of having checked, during two or three evenings a week 
for the required number of previous years, the postings of a set 
of books other than the ones they were engaged on during the 
day as bookkeepers. I know of at least one New Jersey and 
two Pennsylvania certificates which were granted upon this kind 
of wonderfully broadening “experience.” Had I been able to 
foresee the drift accounting matters have taken I could have 
saved nearly two years in time and several hundred dollars in 
money by securing a certificate in my native state (Pennsylvania) 
before coming to New York. 

I agree with THe JourNAL when it says, “ They [the New 
York State Society] have * * * absolutely nothing to gain 
by pursuing a policy of exclusion,” provided the requirements of 
the state which granted the certificate to the person wishing to 
come to New York to practice, are as high as those of the State 
of New York, and provided that such person have MET THOSE 
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REQUIREMENTS and not sneaked in through the back yard or 
crawled under the fence. We are entitled to a “square deal” 
and we are certainly not getting it if, after devoting several years 
to study, and passing all the examinations, both academic and 
professional, we find ourselves in no better position than the 
gentlemen from New Jersey and Pennsylvania referred to above. 
Ohio is the only state which has the right idea. 

The only thing that I know of which affords the least bit of 
encouragement to the young New York accountant, is a con- 
versation which took place about two weeks ago in a downtown 
law office. A lawyer retained by one of the parties in a case 
which has occupied considerable space in the newspapers recently, 
needed the assistance of an accountant. One of the gentlemen 
recommended to him, when he called, sent in his card which read, 
“John Blank, Certified Public ‘Accountant, 3842 Wall Street, 
New York” The conversation was substantially as follows: 

“ Are you a certified public accountant of New York.” 

ee 

“Did you pass the examination?” 

“ Yes.” 

“You are all right then, we don’t want any of these fellows 
who got their certificates under the waiver clause.” 

Yours truly, M. S. Moyer. 


Our attention is properly called to the danger which lurks in 
the superlative. In the November issue of THE JourRNAL the reviewer of 
Mr. Montgomery’s edition of Dicksee’s Auditing spoke of Mr. Dicksee’s 
book as the “standard treatise” on the subject in England. A reader 
calls our attention to the fact that Mr. Pixley’s treatise on auditing was 
first published in 1881, eleven years before Dicksee’s book appeared, and 
that Pixley’s Auditing is the only one recommended in England by the 
Institute of Chartered Accountants to its students. We hope that some 
American accountant will Americanize Mr. Pixley’s excellent book. We 
shall then have occasion to express our high opinion of it. We will not 
question our reviewer’s opinion that Dicksee’s Auditing is the standard, 
but will qualify it by saying that England is fortunate in having in 
auditing, even if not in money, a “ double standard.” 


It is not too late to call our readers’ attention to an able paper 
read by Mr. F. W. LaFrentz, C. P. A., before the recent annual con- 
vention of state insurance commissioners in Bretton Woods, New Hamp- 
shire. The subject of discussion was the management of surety companies. 
The paper is published in the weekly insurance journal, the Chronicle of 
September 28. 
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The editors of THE JouRNAL in December sent the following 
questions to some of its correspondents: (1) How many banks 
and trust companies do you know of which employ public account- 
ants to make examinations? (2) How many such examinations 
have you made during the last six years? (3) How frequently 
are such examinations made? (4) What reasons have you for 
believing that the sentiment in favor of such examinations is 
growing? 

Mr. Harvey S. Chase, of Boston, correspondent for Massa- 
chusetts, promptly sent the questions to the members of the In- 
corporated Public Accountants of Massachusetts, and has for- 
warded to THE JOURNAL a batch of interesting letters sent in 
reply. 

The ten replies to the first question are full of variety. Two 
Massachusetts accountants report that they know of no banking 
institution which is examined by public accountants. Two know 
of one such bank; one knows of three banks, three know of six 
banks, and one knows of eight. 

Of these ten accountants four had not examined a bank within 
the last five years. Two reported that they examined a bank 
annually, one being the auditor of a bank. One accountant 
examines a certain bank regularly every six months; he also 
examines two trust companies. One accountant had examined 
six different banks, and another had examined three savings 
banks. 

To the query as to how often 4h examinations are made 
most of the responding accountants expressed ignorance. Some 
said their examinations were made every six months, while others 
were quarterly. 

Following are typical replies to the fourth question: 


(1) I should not consider that the favorable sentiment was 
growing any more rapidly among the banks than in general busi- 
ness lines. 

(2) There is a general feeling in that direction arising from 
the numerous financial catastrophes that are cropping out. The 
banks that I am auditing did not take kindly to it, but now are 
very glad they decided to have it done. 
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(3) The manifest spirit of inquiry that has gained such 
notable headway during the last decade along financial and 
statistical lines, would seem to argue a growing sentiment in 
favor of such examinations. 

(4) Think that stockholders and depositors would appreciate 
same because so many failures have occurred which would un- 
doubtedly have been prevented had a thorough examination been 
made by a reliable public accountant. 

(5) The distrust of state and national bank examiners; not 
from their honesty, but from lack of experience and fitness for 
the position, on the part of the people at large. 

I am of the opinion that the matter of an audit or examina- 
tion by “an accredited accountant is growing fast with direc- 
tors and managers of financial institutions. The accountant gives 
much more time and care to the examination than can be given 
by a state or federal examiner and therefore is of much more 
value to the institution. 


Mr. Chase’s circular of inquiry evoked the following letter 
from one of Boston’s well known accountants: 


I do not know of more than six banks or trust companies in 
New England that employ public accountants to examine or audit 
their books. However, I do know of a practice on the part of 
certain banks and trust companies, who employ the local bank 
examiner to make examinations and investigate different depart- 
ments, as a side issue on their own account and are paid extra 
compensation for such work. I do not think it fair that bank 
examiners should be allowed to do such work. Aside from the 
fact that it encroaches upon our business, which is evidently a 
narrow-minded view to take, it places the examiner under obli- 
gation, in a degree, to the party who so employs him and might 
have influence in their official investigations. 

Aside from the question of banks and trust companies having 
their own books examined by public accountants I know of many 
such that employ public accountants to make special examinations 
of the books of the bank’s customers, who are borrowers, as at 
times the bank is carrying such a line of their paper that they 
want a public accountant’s certificate as to the statement fur- 
nished by such customers. I do considerable of that class of 
work for Boston people. 

In answer to your second question would say that I have 
made audits and special examinations in six instances for trust 
companies and banks in New England, but only one of them has 
been a thorough audit of the entire accounting system. The 
others have been special examinations of particular departments, 
which it was desired to improve and my criticisms and recom- 
mendations were desired. 
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In answer to your third question so far as my experience 
goes examinations by public accountants are very infrequent and 
are not systematic or periodical. 

In answer to your fourth and last question would say that 
my only reasons for believing that the sentiment in favor of 
examinations by public accountants is growing are as follows: 

There is considerable imagined sentiment growing in the minds 
of public accountants, who are agitating the subject considerably 
by articles in magazines and other periodicals and discussions 
among themselves. 

Also because the profession of public accounting is being 
more fully appreciated than heretofore and the general business 
public is being educated to the responsibilities and ability of 
ga public accountants to a much better extent than ever 
before. 

I also believe that the legislators in various parts of the coun- 
try have had the public accountant question placed before them 
in a much better light than they ever imagined existed. 

I also believe that the sentiment is encouraged by the belief, 
in the minds of most people, that bank examiners have been 
derelict in their duties and careless in their examinations, by 
reason of bank failures and defalcations occurring despite their 
examinations. This is emphasized by the United States Comp- 
troller of the Currency in his last message, where he touches on 
the misunderstanding in the minds of most people as to the 
duties and responsibilities of national bank examiners and also as 
to the small salaries paid them, which of itself shows that able 
accountants would not work for such salaries. 

I find that New England business men are very conservative 
in employing accountants. They do not realize the value of such 
services. In my estimation public accounting in New England 
is far behind other parts of the country. 


New York Society of Accountants and Bookkeepers. 


Owing to the fact that the annual meeting and election of officers was 
held on Tuesday evening, December 12, no address was presented before 
the society. The election of officers for the ensuing year resulted in the 
unanimous election of the Sd — C. Penrose, President ; 4 
C. Oecters, Vice-President; W. H. Gidley-Lake, Secretary; Ashley T. 
Allen, Financial Secretary; Oliver P. Taw, Treasurer; uis Ott, Jr., 
Auditor; John C. Maddock and Matthew J. O’Neill, members of the 
Executive Board. 

In response to the notice sent to the members regarding an entertain- 
ment, the number of replies was so numerous and favorable that it has 
been decided to give an entertainment early in the coming year. The 
entertainment committee named was James Stelle Brownson, Jr., Ashley T. 
Allen and Fred H. Lancaster. 

The fourth Tuesday meeting for December was dispensed with, as the 
date for holding it fell on the night after Christmas. The January meet- 
ing will be held on Tuesday, January 9. The lecturer will be Charles 
E. Sprague, C. P. A., and the subject of his address is given as “The 
Accountancy of Investment.” 
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A HISTORY OF ACCOUNTING AND ACCOUNTANTS 
Edited and Partly Written by Richard Brown, C. A. for the 
Chartered Accountants of Scotland. Pp. 459: price—cloth, 
$4.00, edition de luxe, $8.00. Edinburgh, T. C. & E. C. Jack. 
New York: The Accountancy Publishing Company, 1905. 


This book is presented in two parts, which comprise res- 
pectively a “ History of Accounting,” treated from the stand- 
point of the development of forms, methods and practices; and 
a “ History of Accountants,” which deals mostly with the pro- 
gress in the organization of the accounting profession. 

Part I, after an interesting introductory chapter on the sys- 
tems of numeration in use among primitive people, the Greeks, 
and the Romans, and tracing the development of the modern 
decimal and metric systems, deals with such subjects as the 
methods of rendering account in use among the ancient Baby- 
lonians, Egyptians, Jews, Greeks and Romans; the development 
of forms and methods for rendering account in Medieval Eng- 
land and Scotland; the appearance and gradual improvement of 
auditing methods and procedure, and the steps in the progress of 
various governmental and parochial bodies toward the adop- 
tion of regular audits. Further it gives a long historical narra- 
tive of the appearance and gradual improvements in methods of 
keeping books. 

The second part, after devoting considerable space to describ- 
ing the early development of a body of professional accountants 
in Italy, and in England and Scotland during the Seventeenth 
and Eighteenth centuries, gives most of its space to a narrative 
of the progress in the organization of the accounting profession, 
and the formation of chartered associations or societies in Edin- 
burgh, Glasgow, Liverpool, London and other cities and various 
parts of the British Empire; to the progress of similar organiza- 
tions in the United States, in continental Europe and other for- 
eign countries; and to their activities and influence in the reform 
of bankruptcy and corporation laws, and in promoting and main- 
taining the educational standard of the profession. 

One matter which should be of interest to American accoun- 
tants is a comparison of the educational requirements for admis- 
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sion to the chartered and incorporated bodies of Great Britain 
and the United States. The system of examinations for admis- 
sion to the Edinburgh Society may be described, as portraying 
the British type. “ The examinations are three in number, pre- 
liminary, intermediate, and final. The first embraces the usual 
educational subjects, the second advanced mathematics and pro- 
fessional knowledge, the third law, actuarial science, political 
economy, and four papers on the general business of an accoun- 
tant, under which are included bookkeeping and all forms of ac- 
counts, auditing, bankruptcy, trusts, factorships, apportionments, 
administration and liquidation of companies, and judicial and 
private references, remits, and proofs.” In spite of the recent 
efforts of some of the American associations to raise the standard 
of requirements for admission to the privileges of the certified 
public accountant, it will readily be admitted that the educational 
requirements in Great Britain are more extensive than in this 
country. 

The book, which contains three hundred and forty large pages 
of reading matter besides extensive appendices, and which is the 
result of the cooperation and division of labor of six men, all 
“chartered accountants” but one, is filled with extracts from 
laws, ancient, medizval and modern, half-tone illustrations of 
stone slabs and pages of account books, personal descriptions 
and characterizations, and quotations filled with the quaint ex- 
pressions of different countries and times, all of which throw 
light in an interesting way, not only upon accounting methods 
and forms, but upon the business customs of peoples of different 
ages and countries as well, upon their methods of taxation and 
collecting revenues, upon their personal and social customs and 
habits of thought. 

To illustrate, note the following “Order for y* audytors ” 
contained in the Book of Ordinances of 1564 of ‘“ The Worship- 
ful Company of Pewterers of the City of London ” :— 


“ Also it is agreed that there shalbe foure Awdytours Chosen 
euery yeare to awdit the Crafte accompte and they to parvse 
it and search it that it be parfect. And also to accompt it 
Correct it and allowe it. So that they make an ende of the 
awdet thereof between Mighelmas and Christmas yearely and if 
defaute be made of ffenishinge thereof before Christmas yearely 
euery one of the saide Awdytours shall paye to the Crafte boxe 
vj s. viij d. a pece.” 

‘ 
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Among the items disallowed by the auditors was an 
“TItm spent at the Ale howse by the Hall Amonge the 
wardens & dyners of the company y*® xxvij day 
July 

Again, the Italian Paciolo, after explaining that in closing 
the ledger accounts to freights, carriages, household expenditure, 
interest and rent received, etc., are to be transferred to profit and 
loss account, he further explains that a credit balance on this 
account represents a profit, while a balance on the opposite side 
indicates a loss, “ from which may God preserve every man who 
proves himself a true Christian.” 

A trader heads his Profit and Loss account thus: “ By this 
amount have [ become richer through this trade. To God be the 
thanks and praise.” And a German author directs his readers 
never to commence a new book without the sign of the cross “ be- 
fore which every enemy flees and the powers of Evil deservedly 
tremble.” 

The history of accounting is naturally a dry subject. But 
the liberal resort to the personal element lends the context a 
charm which induces the person who casually picks up the volume 
to become an interested reader at times which he might other- 
wise devote to a current periodical. 

THOMAS WARNER MITCHELL, Ph.D. 

New York University School of Com- 

merce, Accounts and Finance. 


THE MODERN TRUST COMPANY: ITS FUNCTIONS 
AND ORGANIZATION. By F. B. Kirkbride & J. E. Ster- 
rett, C. P. A., pp. 309. New York: MacMillan Company. 


It involves no disparagement to the many excellent treatises 
on banking and currency to say that this book, from the stand- 
point of a practical working manual, is the best treatise hitherto 
published. It is a compact treatise on corporations, and an ex- 
cellent treatise on the management of the banking business. The 
functions which are peculiar to the trust company receive com- 
prehensive treatment, extending not merely to directions as to 
management, but containing also all the forms necessary for the 
equipment of other departments in the institution. As a general 
thing, books of this character run to one of two extremes. They 
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are either loaded down with a mass of forms and details which 
are not readily comprehensible, and whose bulk excludes all other 
material, or else they are exclusively occupied with theoretical 
considerations and questions of policy which are not backed up 
by sufficient illustrations. The Modern Trust Company steers a 
safe course between these two extremes. The material and the 
discussion of methods and policies is clear and sufficiently com- 
prehensive, while the forms of accounts and details and direc- 
tions of practice are so fitted into the body of the work that the 
reader need not, unless he has particular occasion, interrupt his 
perusal of the narrative to refer to them. 

The book opens with an introductory chapter on the functions 
of the trust company, and it will cause some surprise to find that 
while the net deposits in the 5,412 national banks aggregate 
$4,400,900,000, the net deposits in the 1,427 trust companies 
amount to $2,351,000,000. The advantages of the trust company 
as trustees are enumerated; also the banking powers and the 
various functions which are exerted under the heads of corporate 
and individual trusts. 

Chapter II deals with the methods of organizing a trust com- 
pany and goes into much detail in discussing the methods which 
should be followed in the various states in completing the organi- 
zation and paying up the capital. The status of the stockholder 
and the rights and duties of the directors are also considered, and 
in Chapter III a comprehensive discussion of the powers and 
duties of the various officers of the company is presented. Most 
of the observations made in these two chapters would be quickly 
applicable to the organization and management of any kind of 
corporation. Chapter IV discusses the banking department, the 
duties of the tellers, the methods of clearing, the care of deposits, 
and questions affecting reserves. Loans and collateral securities, 
rates of interest, investments suitable for a trust company, 
travelers’ letters of credit and foreign and domestic exchange are 
fully discussed. Under the head of the corporate trust depart- 
ment the functions of the trust company as trustee of mort- 
gages is fully discussed, the authors going into considerable de- 
tail in outlining the provisions of the mortgage and the duties 
of the trustee. The trust company is also considered as a fiscal 
agent, as a registrar and transfer agent, the latter including the 
transfer of certificates adopted by the New York Stock Exchange, 
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and as depository in reorganization, and as assignee and agent. 
These include all the important trust relations between the trust 
company and a corporation which employs its services. 

Under the head of the individual trust department the manner 
in which the trust company is appointed to act as trustee is dis- 
cussed. It may be remarked in passing that the authors do not 
apparently express a definite opinion as to the superiority of the 
trust company in relations of this character. They give a full 
statement of the arguments that an individual trustee can im- 
prove an estate more rapidly than a trust company, and the 
experience of some large estates, notably that of the late Anthony 
Drexel of Philadelphia, seems to indicate that the last word has 
not yet been said upon this subject. Among the duties of the 
trust company as individual trustee are the proper care of stocks 
and bonds, for which full directions are given, the collection of 
interest and dividends, and the care of mortgages and real estate. 
Here again, although the authors do not mention it, there is a 
grave question whether a trust company is particularly successful 
in its management of real estate. The condition and value of 
this form of property is so unstable that its successful administra- 
tion requires minute attention, and frequently prompt and vig- 
orous action. It is a question whether this kind of administration 
can be secured without personal responsibility in a trustee. Con- 
tinuing the discussion of individual trusts the authors consider 
the receipt and disbursement of trust funds, the record of indi- 
vidual trusts, and the investment of trust funds. 

The discussion of the banking department of corporate trusts 
and individual trusts occupies two-thirds of the volume, and what 
remains is of relatively small importance, including as it does 
the safe deposit department, the savings fund department, and 
a chapter on general accounting of a trust company. Exception 
should perhaps be made to this general characterization so far as 
relates to the chapter on general accounting. This contains 
within small compass fairly complete directions for recording 
the transactions of the various departments, and forms a supple- 
ment to the detailed forms which accompany each chapter. Of 
special interest in connection with the subject of accounts are 
the authors’ observations on the necessity for and methods of 
trust company auditing. The conclusion of the authors is that 
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the best audit is one made by the directors and a public account- 
ant working together. 

An appendix contains the act regulating the incorporation of 
trust companies in the District of Columbia, and the rules for list- 
ing and delivery on the New York Stock Exchange. A fairly 
complete bibliography is appended. The value of the book as a 
work of reference is materially increased by a list of forms re- 
ferred to or described, and by an index. 

The authors of this volume have rendered a distinct service. 
Some accountants look upon the knowledge of forms and business 
methods acquired in the practice of their profession as trade 
secrets to be jealously guarded. It is needless to say that this 
attitude is not only incorrect, but inexpedient. Accountancy, 
like law or medicine, should not keep its knowledge to itself, the 
information of one should become the property of all. Mr. Ster- 
rett has chosen the better part in presenting in the utmost detail 
compatible with the limitations of his volume the latest and best 
procedure to be followed in the organization and management of 
these important institutions. Joint authorship is, as a general 
rule, unsatisfactory because the personality of one of the authors 
is apt to dominate the volume. In this case, however, the com- 
bination of one of the leading accountants of the United States, a 
man of long experience in the examination of financial accounts, 
with an officer of a large trust company, has proven a most grati- 
fying exception to the rule, and has produced a volume which will 
not soon be superseded. 


The Institute of Accounts. 


On Friday evening, December 15th, the regular meeting of the Institute 
was held in Parlor “D. R.” of the Fifth Avenue Hotel, New York City. 
The lecturer of the evening was Charles Dutton, C. P. A., and the subject 
of his address was “The Profession of Accountancy.” The key note of 
his theme was the fact that business is a unit and that accountancy has 
grown out of the evolution of business and is a part of it; not an outside 
force affecting business affairs. The speaker holds the view that mental 
force is as much a part of business as manual or brute force, and that 
the professions of law, medicine and accounting are as much a part of busi- 
ness as are the mercantile and mechanical trades and professions. A 
representative gathering of members and their friends was present and 
complimented the speaker by the close attention they paid to his words. 
The January meeting will be held in the same room on Monday evening, 


January 15. 
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Legal Department. 


Joun J. Suttivan, LL.B., Eprror. 


The cases which are constantly appearing in the state and 
Federal reports on the subject of negotiable paper are usually 
of interest not only to residents of the same state where any par- 
ticular decision is rendered, but to lawyers and bankers through- 
out the country. At the same time, differences of local laws 
make many decisions of no value as guides to the law in other 
states. The modern tendency to uniformity in various branches 
of our legislation can work in no better direction than towards 
harmonizing the existing conflict in many points of the law of 
Commercial Paper. It is to be hoped that the attention of our 
law associations and bankers’ associations will turn more and 
more to the necessity of immediate improvement along these 
lines. Much has been done, but a great deal remains to be accom- 
plished. At the present time, when banks send out checks for 
collection all over the country, they feel the need of being sure 
that they will not be prejudiced by any selfish local legislation or 
local decisions, or even by any conflict between the laws of their 
own state ‘and those of the various states through which the 
checks may pass, and in any one of which it may happen to come 
up for judicial interpretation. 


Legal Decisions of Interest to Accountants. 


CONTINENTAL NATIONAL BANK vs. First NATIONAL BANK 
oF West Point (36 Southern, 189).—This Mississippi case is 
the latest important legal utterance on the subject of the collec- 
tion of out of town checks by subagent banks. The Continental 
Bank does business in Memphis, Tenn. On July 31, 1896, it 
owned eleven checks drawn on the First National Bank of West 
Point, Miss., and forwarded these checks for collection and remit- 
tance to its New Orleans correspondent, the American National 
Bank. These checks were endorsed by the Continental Bank as 
follows, “ Pay to the order of any State or National Bank.” The 
American National Bank when it received these checks was, 
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and for some months previously had been utterly insolvent to the 
knowledge of its own officers, but the Continental Bank did not 
know this fact. The American Bank sent the checks to the First 
National Bank of West Point for collection and remittance. This 
bank also was ignorant of the insolvency of the American Bank. 
On August 5, 1896, the checks were collected by the First 
National Bank of West Point, and it would have remitted to 
the American Bank, but that at three o’clock the American Bank 
closed its doors and passed into the hands of a receiver, where- 
upon the First National Bank of West Point, hearing of the 
failure before remitting to cover the collection, credited the pro- 
ceeds thereof on its books to the account of the American Bank 
which had just failed. The First National Bank did not know 
at that time that the checks were the property of the Continental 
Bank, and received them under the general endorsement stated 
above. The American Bank had been for some time before its 
failure the New Orleans correspondent of the First National, 
to which it owed at the date of its failure $20,000. As only these 
three banks, the one in Memphis, the one in New Orleans, and 
the one in West Point were concerned, the question was squarely 
raised between the Memphis Bank and the West Point Bank as 
to their respective rights to the proceeds of the eleven checks. 
The West Point Bank contended that as the checks were réceived 
under a general endorsement, it had a right to consider them as 
the property of the American Bank, and might dispose of the pro- 
ceeds accordingly. The Continental Bank proved that the First 
National Bank had not been prejudiced by the apparent title of 
the American Bank to the eleven checks, even admitting that the 
American Bank appeared to be the owner, and contended that 
as no equity was raised in favor of the First National Bank of 
West Point, they should not be allowed to withhold the pro- 
ceeds of the checks from the real owners. The Mississippi 
Supreme Court decided in favor of the Mississippi Bank. 

This decision may be profitably compared with the decisions 
in Hackett vs. Reynolds, Lamberton & Co., reported in 114 Pa., 
328. The Pennsylvania Court under similar facts held that the 
real owner of the paper is entitled to its proceeds. The Penn- 
sylvania Supreme Court seemed to get at the essence of justice 
in the matter by holding that if the collecting bank should make 
any advances or give any new credits on the faith of the paper, 
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it is protected, but that if the collecting bank incurs no liability 
and does nothing by which its condition is worse than it would 
have been if it had not received the paper, the real owner may 
claim the proceeds. While there is considerable diversity in the 
decisions of the various state courts on this subject, it would look 
as if the Mississippi Court had erred by deciding in favor of 
the Mississippi bank, when the existing law in Mississippi left 
the court free to decide for the Tennessee bank. A certain pre- 
possession in favor of domestic litigants which has unfortunately 
shown itself in Southern and Southwestern courts prejudices 
some Northerners against investing and even against extending 
their business in the states where they feel they may be subject 
to unjust discrimination. This Mississippi case may make for- 
warding banks more careful to endorse their checks “ for col- 
lection.” If it is held that a general endorsement implies that 
the forwarding bank absolutely parts with its title to the collecting 
bank, this will involve a shake-up in some matters of accounting 
and statements of assets. The Mississippi case does not go so 
far as to hold this, but its decision is plainly unjust if the principle 
that title remained in the Continental Bank as the principal, and 
forwarder of the checks, is conceded. 


Hutitt vs. OH10 VALLEY NATIONAL BANK (137 Fed., 461). 
—The Ohio Valley Bank held the stock of a certain national 
bank as collateral for a note. The maker of the note died, and 
the Ohio Valley Bank had the stock, which had not been en- 
dorsed in bulk, transferred on the books of the bank to one of 
its employees, who paid nothing for the stock and had no financial 
responsibility. The Ohio Valley Bank endorsed on the note a 
certain sum as representing the proceeds of the sale of the stock, 
and proved its claim for the balance due on the note against the 
estate of the deceased maker, receiving dividends from the de- 
cedent’s estate on this balance. The national bank whose stock 
had thus been transferred by the Ohio Valley Bank failed, and 
it was held by the U. S. Circuit Court of Appeals that the Ohio 
Valley Bank was really the owner of the stock which had been 
put in the name of its employee, and, therefore, held the Ohio 
Valley Bank liable for an assessment on the insolvent bank’s 
stock. 
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FRANKLIN vs. CONRAD-STANFORD Co. (137 Fed., 737).—This 
case is the converse of the one stated above. A note was made 
payable to the cashier of a bank as trustee, the consideration for 
the note being furnished by the bank which was the real owner. 
It was held that the bank to whose cashier the note was made 
payable, or the receiver of such bank, could sue on the note 
without endorsement or assignment under the Utah statute, and 
that the citizenship of the cashier could not affect the jurisdiction 
of the Federal court. 


WITTMAN vs. Pickens (81 Pacific, 299).—The* Supreme 
Court of Colorado held that where the payee of a note wrote the 
word “paid” on the face thereof, the note was not discharged 
or the maker released from liability thereon without delivery to 
him. 


Symonps vs. Ritey (74 N. E., 925).—The Massachusetts 
Supreme Court held that where post-dated checks were deposited 
in a bank, which took them for good faith and for full value, the 
bank could not be met issuing on the notes with any secret 
equities as between the drawer and the one who deposited them in 


the bank. Such checks are often used in business as the equiva- 
lent of promissory notes. 


Lanp TitLe & Trust Co. vs. NORTHWESTERN NATIONAL 
BANK (211 Pa., 211).—The drawer of a check delivered it to a 
person who impersonated another, the drawer innocently sup- 
posing that it was being delivered to the right person. The ques- 
tion arose as to whether the drawer should bear the loss, where 
the impersonator fraudulently negotiates the check as against 
the drawee or a bona fide holder. The Supreme Court of Penn- 
sylvania decided the drawer must suffer, and laid down the fur- 
ther principle that if a check is drawn by the trust department 
of a trust company on the banking department of the same com- 
pany, and delivered to a false impersonator, and payment is 
refused by the banking department, this does not prevent the 
trust company from becoming liable to a subsequent bona fide 
holder of the check. 


BLANc vs. GERMANIA NATIONAL BANK (38 Southern, 537). 
—The charter of a certain corporation required that its notes 
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should be signed by the president and countersigned by the secre- 
tary. The custom of the corporation was to disobey this require- 
ment, the secretary alone signing the notes. A note of the cor- 
poration, signed only by the secretary, was discounted, and after 
the corporation had failed, its creditors attacked the validity of 
the note. It was held that the note was valid, having been 
issued in the ordinary course of business, and that anyway the 
debt which the note represented would stand as an obligation of 
the corporation, apart from the question of the technical execu- 
tion of the security. 


IN RE Moore’s Estate (211 Pa., 348).—The Fidelity Trust 
Co. and two individuals were co-executors of Moore’s estate, 
and deposited. with the trust company funds of the estate, the 
Fidelity Co. allowing the usual 2 per cent. interest thereon. An 
attempt was made to surcharge the Fidelity Trust Co. with inter- 
est in excess of 2 per cent., on the theory that, as it earned more 
than that rate on deposits, and as it was acting in a fiduciary 
capacity, it was bound to account for all profits made out of the 
estate. The Supreme Court of Pennsylvania rejected this theory, 
deciding that the Fidelity Trust Co. could act in both capaci- 
ties. This decision seems to be quite proper, because executors 
are expected to convert the assets of the estate into cash, and to 
deposit them at the usual rate of interest. A different question 
would be raised if a trust company acting as trustee were to 
keep trust funds uninvested, and allow only 2 per cent. upon them, 
for in that case there would be a plain conflict between the trus- 
tee’s duty to those interested in the trust estate and its selfish ad- 
vantage in holding the uninvested funds as deposits. This case is 
one of great interest in view of the growing number of estates 
which are committed to the management of trust companies. 


City Deposir BANK Co. vs. GREEN (103 N. W., 96).—A 
bank in suing on a note which it had discounted for a depositor 
was met by a defence which could not be made against a bona 
fide purchaser for value. As the bank had given the depositor 
credit for the proceeds of the note on his deposit account, it 
claimed to be a holder for value, but the Supreme Court of Iowa 
took the contrary view, because the depositor had not actually 
withdrawn from the bank the proceeds of this note with which he 
had been credited. When the bank received notice of the defence 
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to the note, it was still in a situation where it could have cancelled 
the credit, and returned the note to the depositor. This case 
raises some nice questions as to whether or not a bank is the 
proper party to sue on such paper, and it would seem sometimes 
to put the bank in an awkward position, although on the whole 
the decision seems to be just. 


Books for Accountants 


Mr. A. G. Platt, C. P. A., of San Francisco in a speech at the recent 
annual banquet of the Oakland Association of Accountants and Book- 
Keepers in Oakland, California, referred to the literature of accountancy 
in a manner which will interest all students of the subject. He said: 
“Until recently, with a few exceptions, there was a dearth of American 
works on accountancy to assist the practitioner and student as compared 
with English bibliography, the exceptions being the American Accountants 
Manual, by F. Broaker; Essays and Articles published in the maga- 
zines over the signatures of Hardcastle, Pentlarge, Kittredge and others; 
Papers and Addresses written and delivered by the late C. W. Haskins, 
recently compiled and published in book form under the title of Business 
Education and Accountancy; Commercial Digest and Decisions, by J. S. 
McMaster. 

“ However, a new era is dawning that will materially help the account- 
ant and bookkeeper. The growth of the C. P. A. movement in the 
United States has proved an incentive to several persons having the 
future welfare of the profession at heart to write other standard text- 
books. Among recent publications are the following: Dicksee’s Auditing 
(American edition), by R. H. Montgomery, C. P. A., an elaborate work 
and highly appreciated by those who have had the good fortune to read 
it; Funds and Their Uses, and The Bank and the Treasury, by Dr. F. A. 
Cleveland, books greatly in demand and affording a very comprehensive 
knowledge of their respective subjects; Auditing, Theory of Accounts, 
and Commercial Law, by F. S. Tipson. At the present time there is 
in press a second edition of Corporation Accounting and Law, by J. J. 
Rahill, C. P. A. There is also The Journal of Accountancy, a magazine 
exclusively devoted to matters connected with our profession. 


New Illinois. C. P. A.’s. 


Following is a list of those who have been given the certificate 
of C. P. A. since November, 1904, all doing business in Chicago: 
Horace Waters, 708 Chamber of Commerce; William J. Bonner, 
305 N. Y. Life Building; Hubert C. Ambler, 108 La Salle Street ; 
Edward H. Harrison, 159 La Salle Street ; John Medlock, Jones, 
Caesar & Co.; William A. Chase, 429 Monadnock Block; P. E. 
Fitz-Patrick, 757 National Life Building. 
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Problem in Practical Accounting. 
With Solution by Witt1am W. Rorer, C. P. A. 


The following problem is one submitted to students in the Evening! 
School of Accounts and Finance, University of Pennsylvania: 

Harvey French and Andres Deyo were partners in the business of 
manufacturing lathes, sharing profits equally. Deyo was the financial man, 
having charge of the books and accounts; French had invented the lathe 
and knew the practical part of the business. On January 1, 1899, Deyo 
retired from the concern. The capital accounts of the two partners on 
that date stood; French $15,000, and Deyo $16,000. French agrees to pay 
Deyo for his half interest in the business the sum of $20,000. Of this 
amount $5,000 was paid in.cash (from the funds of the firm) and for 
the remainder Deyo accepted French’s note which was secured by a 
mortgage on French’s dwelling house. Because of French’s lack of 
knowledge regarding accounts, the cash payment alone appeared on his 
books. 

French conducts the business himself for five years. He was not aware 
of the fact that Deyo had regularly depreciated machinery 10 per cent. per 
year (on the reducing basis) and failed to take depreciation into considera- 
tion when closing his books. The Profit and Loss Account on his books 
shows profits for these five years to have been $5,000, $5,300, $6,750, $8,500 
and $10,600. French has withdrawn over and above salary $16,250. 

Elmer Savage, a friend of French, also a practical machinist, has come 
into possession of a large inheritance. He knows the flourishing condition 
of French’s business and wishes to buy a half interest. The premises 
which French had been occupying were poorly adapted to the needs of the 
business. They both are of the opinion that a modern factory building 
would very materially reduce the cost of production, and also facilitate 
prompt delivery. They agree that the good-will is worth three times the 
average profits for the last five years. Savage is to obtain a half interest 
in the business and good-will, by investing cash equal to the capital account 
of French on January 1, 1904, also cash equal to half the good-will. 

French’s bookkeeper, on January 1, 1904, makes up the following state- 
ment: 

Cash, $150; Machinery, $45,000; Accounts Receivable, $14,000; Fin- 
ished Lathes (20) costing $500 each, selling price $750; Half-finished 
Lathes (10) costing $325 each; stock of Bar Iron, Castings, Wheels, 
Extras, and other supplies, $3,500; with liabilities in the shape of Accounts 
and Bills Payable amounting to $30,000. 

The above figures do not take into consideration depreciation on 
machinery. French has bought machinery for plant during the five years 
as follows: $3,000, $3,500, $4,000, $4,500, $5,000 respectively. 

It is desired to place the full value of the good-will account on the 
books. Savage is admitted as of January 1, 1904, on the above terms and 
according to the figures given above. 

Show the entries necessary to give effect to the wishes of the partners. 
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On March 1 the Garvin Machine Company instructs French to deliver 
two machines which French had been holding for shipping instructions 
since September, 1903. The bookkeeper then awakes to the fact that these 
had been charged on his books on September 20, 1903; that he had over- 
looked this charge and had included them in his inventory. The partners 
agree to make the correct adjustment at the end of the year. Being, how- 
ever, unable to arrive at an agreement at that time they call in an account- 
ant who finds the following facts recorded on their books: 

Cash, $1,000; Machinery, $50,000; Building and Real Estate, $40,000; 
Accts. Rec. Good, $9,000; Sales, $122,480; Purchases from January 
1 to date, $50,000; Wages, $36,000; Rent, $3,000; Mfg. Expenses, $10,000 ; 
Selling and Adminis. Exp., $6,000; Accts. Pay., $4,000; Expense of mov- 
ing machinery, $7,375; - Good-will, (?); French Capital Acct., (?); 
Savage Capital Acct., (?); Stock on hand: 5 finished lathes at $500 cost, 
14 half finished at $325, and raw material and supplies amounting to 
$8,000. 

While moving the machinery from the old building to the new factory 
it was necessary to work overtime in order to get out lathe to fill orders 
for customers, for which wages were paid at the rate of time and a-half. 
The amount of such overtime was $9,000 and is included in the $36,000 
mentioned above. 

Both partners are fair minded; neither desires to obtain an advantage 
over the other. Both agree on a depreciation from January 1, 1899, at 
the rate of 10 per cent. on the reducing basis; also agreeing that a con- 
tribution shall be made by the partner having the lesser capital to bring 
his interest up to that of the other, also that in distributing the profits 
for the present year an allowance of 6 per cent. interest on excess capital 
invested during the past year shall be made. 

Make a statement to be given to the partners and show on this state- 
ment the amount necessary to be contributed, also the division of profit 
for 1904 and make any correcting entries you think necessary. 


SoLUTION TO ProsLemM No. 10. 


To give effect to the wishes of the partners the following entries should 
be made on the books of French and Savage: 
1904. 
Dah, &.. Gow Wl Se  bcendds csdavcsenuine 
To French Capital Account 
Value of Good Will as agreed upon by 
French and Savage, viz. : 
Total Profit Jan. 1, 1899, to Dec. 31, 


Average Profit one-fifth, or 

Value of Good Will as agreed upon by 
French and Savage (three times aver- 
age profit) 
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Pe IE ei reer 56,745.00 
To Savage Capital Account 56,745.00 
Investment of Savage: 
One-half Good Will 
French Capital Account 


$56,745 
Jan.1. French Capital Account, Dr. ....... 5,422.50 
To Savage Capital Account 5,422.50 
To equalize the interests of the part- 
ners in the Good Will. 


The following correcting entries are necessary on the books of French 
and Savage: 
Sundries, Dr. to Good Will $0,665.36 
French Capital Account 
Savage Capital Account 
Correcting the valuation of Good Will as 
follows: 
Value placed on books Jan. 1, 1904.... 
Revised valuation after taking into con- 
sideration depreciation on machinery, 
and the error in inventory: 
Profit for five years, $20,041.07. 
Good Will will be three-fifths, or.... 


Excess charged back 

French’s Capital Account received credit 
for three-fourths of the original valua- 
tion, or $16,267.50. 

Of the revised valuation his account 
should receive credit for the value 
of the Good Will on Jan. 1, 1899 ($8,- 
000.00), plus three-fourths the increase 
in value of Good Will ($3,018.48), 
making a total credit of $11,018.48. 

The difference ($5,240.02) between the 
amount first credited ($16,267.50), 
and the above figures ($11,018.48) must 
be charged back. 

Savage’s Capital Account received credit 
for one-fourth of the original valua- 
tion, or $5,422.50. Of revised valua- 
tion he should obtain credit for one- 
fourth the increased valuation since 
Jan. 1, 1899, or $1,006.16. 

Difference to be charged back, $4,416.34. 

French Capital Account, Dr. to sundries... 
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Reserve for Depreciation on Machinery $15,108.93 
Depreciation, 1899 
” 1900 


Merchandise 


Error in Inventory of Finished Lathes, 
two machines which were charged to 
Garvin Machince Co. Sept., 1903, being 
included in the list of finished lathes at 
$500.00 each. 


French’s Capital Account on January 1, 1904, should have shown a 
balance of $37,791.07. This amount is reached by deducting from $45,900, 
the amount charged back per above entry and adding the value of Good 
Will as of January 1, 1899, $8,000.00. 

The amount which Savage should have invested according to the 
revised valuations is $39,803.39, or the sum of $37,791.07 and $2,012.32 (one- 
half increase in value of Good Will). 


To adjust the matter of interest between the partners the following 
entry is necessary: 


French Capital Account, Dr. .............. $508.25 
To Savage Capital Account $508.25 
Capital Account of French .... 
Capital Account of Savage 57,751.16 


Total Capital 


Savage's capital being $8,470.81 in ex- 
cess of one-half, he is entitled to inter- 
on this amount, or a credit of $508.25 
French’s Capital Account as revised 
being $8,470.81 lower than one-half, he 
is chargeable with a like amount of 
interest. 
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Prorit AND Loss AccouNTt—Frencu & SAvAGE, DECEMBER 31, 1904. 


Inventory, January I, 1904................. 
Purchases during year 
Inventory, January 1, 1905 
Ce Or I ni aihdia i voici a' ds Sena hab oan 
Less increased cost due to removal to new 
factory 
Manufacturing expenses ................... 
Depreciation on Machinery, 1904 
Total manufacturing cost 
Gross Profit 
Selling and Administration Expenses 


Removal Expenses to new factory (20% of 
total, $10,375) 


Net Profit for year 


$15,750 
50,000 


65,750 


15,050 


36,000 


3,000 


BALANCE SHEET. 


FrencH & SAVAGE—JANUARY I, 1905. 


Assets. 


Accounts receivable 

Stock on hand: 
5 finished Lathes @ $500 
14 half finished Lathes @ $325 .......... 
Raw material and supplies 


Machinery 
Less reserve for depreciation ............. 


Building and real estate 
Removal expenses to new factory 
Less 20% charged off 


$122,480.00 


$50,700.00 


33,000.00 
3,000.00 
10,000.00 


3,489.11 


6,000.00 


2,075.00 
8,075.00 


$14,215.89 


$1,000.00 
9,000.00 


15,050.00 


31,401.96 
40,000.00 


8,300.00 
12,024.64 
$116,776.60 
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Liabilities. 
Accounts payable 


French’s Capital Account 
Add one-half profit, 1904 
Deduct interest on deficit capital... 


Total Capital Dec. 31, 1904.. 
Savage’s Capital Account 57,751.16 
Add one-half profit, 1904 $7,107.95 
Add interest on excess capital...... 508.25 
7,616.20 


Total capital Dec. 31, 1904.. 65,367.36 
—— $112,776.60 


If no part of the profits is withdrawn by either partner, French must 
contribute the difference between $47,409.24, the amount of his capital 
account, and $65,367.36, the amount of Savage’s capital account, or 


$17,958.12. 


COMMENTS ON THE PROBLEM. 


The Balance Sheet as constructed from the figures appearing in the 
statement made by French’s bookkeeper on January 1, 1904, shows capital 
investment of French to the amount of $45,900. The total profit as shown 
by French’s books for the five years is $36,150, making the average yearly 
profit according to his books $7,230. Three times the average profit 
amounts to $21,690, which is the value of the Good Will according to 
the plan adopted by French & Savage. 

By the terms of the agreement Savage was obliged to invest $45,900 
plus $10,845, or $56,745. Good will is to be placed on the books at its 
full value. The entry necessary to effect this will be to charge Good 
will and credit French’s capital account with $21,690. When Savage 
makes his payment of the $56.745, the entry will appear in the cash book 
on the debit side and will be posted to Savage’s capital account. Since 
Savage obtained one-half the business, including Good-will, French’s 
capital account should be charged and Savage’s capital account should 
be credited with just the amount necessary to make his interest equal 
to that of French or $5,422.50. 

The problem is silent on the point of an understanding between French 
and Savage regarding the value between themselves of the finished lathes 
on hand January 1, 1904. Under ordinary circumstances the proper 
value to place on finished goods at inventory periods is, of course, the 
cost price, provided this is lower than the market value. In the event 
of a change in the partnership it is, under certain circumstances, justi- 
fiable to anticipate a portion of the profits on the machines which are 
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finished and ready for shipment. Nothing is stated regarding such an 
agreement between French and Savage and the machines are conse- 
quently listed at cost price. 

We now take up the situation as found by the accountant. French 
on January 1, 1899, bought out Deyo’s interest in the business, amount- 
ing to $16,000, and paid therefor $20,000, part in cash and the balance 
by a personal note secured by a mortgage on his property. The problem 
states that the cash transaction alone appeared on his books. This cash 
disbursement must have been charged to Deyo’s capital account and the 
balance of his capital account transferred to French’s capital account. 
This is shown by the fact that when the profits for the five years, amount- 
ing $36,150, are deducted from the capital as shown January 1, 1904, 
$45,900, a balance of $0,750 is left, to which must be added the withdrawals 
of $16,250, making the total capital at the beginning of the five years 
$26,000, which is the amount of French’s capital account ($15,000) plus 
the balance of Deyo’s capital account of $11,000. 

The investment of Deyo while larger than that of French so long 
as the concern continued to run produced to Deyo a profit equal to that 
of French only. Inasmuch as French paid $20,000 for a $16,000 invest- 
ment he must have considered the value of half the Good-will to be 
$4,000. It would therefore seem that the correct entries for French to 
have made on his books to record properly the purchases of Deyo’s 
interest would have been, first to charge Good-will account with $8,000 and 
credit half to his own capital account and the remaining half to the account 
of Deyo; charge the cash payment of $5,000 to Deyo’s capital account; 
make a journal entry charging Deyo’s capital account with $15,000, and 
crediting Bills Payable with $15,000, making an explanation that this 
note was secured by a mortgage on French’s dwelling house. This 
would leave the capital account of French stand at $19,000, and would show 
among the assets the account of Good-will valued at $8,000 which, as 
stated above, is the valuation placed upon the Good-will by French when 
buying out Deyo’s interest. 

Taking up the question of depreciation, we find that on January 1, 
1904, the machinery account stood on the books at $45,000. The problem 
states that purchases of machinery for the plant during the five vears 
amounted to $20,000, consequently the Machinery Account on January 1, 
1899, must have shown a balance of $25,000. The purchases during the 
year 1899 amounted to $3,000, making the total balance on December 31, 
$28,000. Ten per cent. depreciation on this figure amounts to $2,8000 and 
leaves the value of the Machinery Account $25,200. On December 1, 1900, 
the Machinery Account would stand $25,200 plus $3,500, or $28,700, on 
which the depreciation would amount to $2,870. In this manner we find 
the depreciation for the remaining three years to amount to $2,983, 
$3,134.70, and $3,321.23 respectively. The depreciation for the five years 
amounts to $15,108.93, leaving the machinery stand at a valuation of 
$29,891.07. 

The revised Balance Sheet of January 1, 1904, showing machinery at 
its depreciated value, $29,891.07, and the stock on hand at the correct 
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figure $15,750, also including the item of Good-will, $8,000, shows the 
capital of French on January 1, 1904, to amount to $37,791.07. 

From the profits of the five years as shown by French’s books the 
depreciation on machinery must be deducted in order that the real profit 
may appear. We must also deduct $1,000 from the profits of 1904 because 
of the error in the inventory. We find that the correct profits for the 
five years were $2,200, $2,430, $3,767, $5,365.30, and $6,278.77 respectively. 
On this basis we find the value of the Good-will to be $12,024.64. 

The agreement between the new partners was that Savage should 
invest an amount equal to the capital account of French on January 
I, 1904, also a sum equal to half the Good-will. According to the view 
taken above, the Good-will of the business on January 1, 1899, was valued 
by French at $8,000 and we have brought the item into his capital account 
as of January 1, 1904. At the present time the value of the Good-will 
according to the method determined upon by Savage and French is 
$4,024.64 higher than on January 1, 1899. The increased value of the 
Good-will has been due to the efforts of French in building up the busi- 
ness. In admitting a new partner he would be justified in crediting the 
full amount of the Good-will at the date of admission of the new partner 
to his account and requiring the new partner to invest a sum of money 
equal to the balance of his capital account after Good-will has been 
credited. In this case he appears to have allowed as an inducement 
to Savage that but half the value of the Good-will should be credited 
to his account and the remainder distributed in equal shares between 
himself and the new partner, thereby allowing a premium to Savage of 
one-fourth the God-will. 

Inasmuch as an item of Good-will amounting to $8,000 already appears 
in French’s capital account it would seem that the agreement between 
the partners would be more nearly equitably carried out by crediting to 
French’s capital account half of the increase of the value of Good-will 
($4,024.64), amounting to $2,012.32, making the total amount which Savage 
should contribute $39,803.39. The remaining half of the increase in Good- 
will would have been distributed between the partners, making the capital 
account of each stand at $40,809.55. 

Savage’s investment as made by him amounted to $56,745. According 
to the figures given above the correct amount for him to have invested 
is $30,803.39, making excess capital invested by him to the amount of 
$16,941.61. 

In considering the Balance Sheet of January 1, 1905, the following 
questions arise: How shall the expense of moving the machinery from 
the old factory to the new building be treated? Clearly this is not an 
expense chargeable against plant under conservative management. Another 
item for study is the over time amounting to $9,000. According to the 
statement of the problem the work which was gotten out as a result 
of the expenditure of $9,000 could have been produced by an outlay of 
$6,000 under normal conditions. It would therefore seem that the ex- 
penses of wages during the current period were $3,000 higher than they 
should have been, due to the removal of machinery. These two items 
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may properly be treated by opening an account called “ Removal Ex- 
penses to New Factory” and charging the total $10,375.00 against this 
account, and writing off the amount over say five years. 

The papers turned in show much diversity of opinion regarding 
many of the points in the problem. On two things all except one man 
agreed and these two were the investment of Savage ($56,745), and the 
depreciation on machinery for the first five years ($15,108.93). Many 
students, however, did not equalize the interests of the partners, and one 
man in doing so transferred to the private account of French half the 
Good-will valuation. A few looked upon the $15,000 note given by 
French to Deyo in 1899 as still unsettled on January 1, 1904. Half the 
Good-will was treated as an extraordinary item of profit by one student. 
One man brought the value of the Good-will on the books on January I, 
1899, at $4,000. In revising the valuation of the Good-will a number 
produced a result of $12,624.64; one man made the figure $11,874.63. 

The contributions necessary to make the interests of the partners 
equal ranged from an amount of $39,533.13, due from French, all the 
way down to a contribution from Savage of $11,026.39. Corresponding 
differences existed regarding the interest due on excess capital and much 
variation appeared in the Profit and Loss Account, no two students 
obtaining the same figures. One man made the profits for the year 
$14,953.40, and another found that the concern had lost $9,193.03. 

A number of students took the view of the extra expense of moving 
to new factory as shown in the solution. Some fell into the error of 
supposing the full amount of over time $9,000 to be chargeable to mov- 
ing expenses. Several men deducted these items from the manufac- 
turing expenses and placed them in the Profit and Loss Account as an 
extraordinary expense. One opened an [Installation Account; another 
charged the items to Machinery Account; one man increased the cost of 
finished lathes at the end of the period because of the extra wages paid. 

The error in inventory was by almost all charged against French’s 
account at the inventory figure of $1,000. One man charged it back at 
$1,500. Many men failed to take the amount inte consideration when 
figuring Good-will. 





Periodical Literature. 


Key to abbreviations: A—Arena. AAA—Annals of the American 
Academy. Acc.—The Accountant. Atlan—Atlantic Monthly. B. B.— 
Business Man’s Magazine and Bookkeeper. B.Ma.—Bankers’ Magazine. 
B.Mo.—Bankers’ Monthly. Eng. M.—Engineering Magazine. H. W.— 
Harper’s Weekly. I. C. J—Incorporated Accountants Journal. J. A— 
Journal of Accountancy. J. P. E—Journal of Political Economy. 
M.Ma.—Moody’s Magazine. McC.—McClure’s. N.—Nation. N. A.— 
North American Review. O.—Outlook. P. S. Q.—Political Science Quar- 
terly. R. of R—Review of Reviews. S.—System. Sci. A. S.—Scientific 
American Supplement. W. W.—World’s Work. 


Accounting. Livery accounting. — H. J. Burlin- 
Cost keeping in construction and — ’ B. B ~ 2 wing 
contract work.—J. P. Cowing. How unit invoices are made and 
Eng. M., Sept. listed on sales sheets simultan- 
Municipalities and trust accounts. eously.—Elliott-Fisher Company. 
—W. H. Gudry. Acc., Oct. 28. 2B. B., Dec. 
Municipal accounting reform—H. Accounting methods for the Pack- 
W. Wilmot. Acc., Oct. 28. ing House industry.—F. L. Erion. 
Brass foundry records and costs. B. B., Dec. 


—H. Deighton. Eng. M., Oct. Computing present values.—J. W. 
Common mistakes in accounting.— Robinson. B, B., Dec. 


A. H. Pogson. W. W., Oct. 
(Reprinted in M. Ma., Dec.) 


Manufacturing costs (Address).— : Book d 
W. H. P. Anderson. Acc., Nov. Trust companies—Books, records, 


Loose leaf journal—E. A. Pratt. 
B. B., Dec. 


4 and forms for the trust depart- 


Accounts of trustees in bankruptcy. ment.— Clay Herrick. B. Ma., 
—H. R. Graves. Acc., Nov. 11. D igi tae 

Some notes on investigations— A detailed printing cost system.— 
M. W. Jenkinson. Acc., Nov. 18. E. B. Stuart. S., Dec. 

Depreciation and reserves.—George Improvements in balancing.—C. A. 
Wilkinson.—I/. A. J., Nov. .  Sweetland. S., Dec. 

Voucher forms and records—C. A. How to run a mine economically.— 
Sweetland. S., Nov. J. T. Williams. S., Dec. 

How to list real estate property. — : 
F. F. Williamson. S., Nov. 

Keeping records of factory work.— . 
cr Woodbridge < Mon Professional misconduct, — Acc., 

Net profits and interesting field for Oct. 21-28. 3 ; 
study and exploration. —H. B. Accountants in competition with 
Ashplant. B. B., Dec. their clients—Acc., Nov. 11. 

Accounting for the storage busi- Solicitors and bookkeepers.—Acc., 
ness.—H. G. Brown. B. B., Dec. Nov. 11. 


Accountants. 


274 









Scope of the profession of account- 
ancy.—F. A. Cleveland. J. A., 
Nov. 

Duties and responsibilities of the 
public accountant with regard to 
new issues of stocks and bonds. 
—A. L. Dickinson. J. A., Nov. 

Professional standards: A plea for 
cooperation among accountants. 
—R. H. Montgomery. J. A., 
Nov. 

Education and training of a cer- 
tified public accountant.—J. E. 
Sterrett. J. A., Nov. 

The public accountant and the uni- 
versities—Ernest Beckitt. J. A., 
Dec. 

Should the practice of public ac- 
counting be limited to certified 
public accountants?—J. S. M. 
Goodloe. J. A., Dec. 

The accountant as an expert wit- 
ness.—C. F. Bacon. J. A., Dec. 






















































































Business. 


Premiums in retail trade—I. M. 
Rubinow. J. P. E., Sept. 

Art of making a plain business-like 
statement—W. Ripper. Sct. A. 
S., Sept. 2. 

Better way to conduct an office.— 
W. W., Sept. 

How a good executive saves time.— 
K. Banning. W. W., Sept. 

Results of checking wasteful 
methods.—S. A. Nelson. W. 
W., Sept. 

Successful stores management.— 
W. B. Snow. Eng. M., Oct. 
Value: of single mindedness in bus- 
iness—J. S. Gregory. W. W., 

Oct. 

Publicity to reach people.—L. A. 
Lamb. B. Mo., Nov. 

Military system for the sales cam- 
paign.—K. Banning. W. W., 
Nov. 





















Periodical Literature. 


275 


Art of handling men.—E. Shinn. 
W. W., Nov. 

The executive as an employer.— 
H. J. Hapgood. S., Nov. 

The factory system that brings re- 
sults. — T. J. Zimmerman.  S., 
Nov. 

The special defects of our com- 
mercial agencies’ report system. 
—W. H. Chapin. B. B., Dee. 

The subscription manager.—S. P. 
Curran. B. B., Dec. 

A mail-order sales system.—E. L. 
Surkard. B. B., Dec. 

Collecting information for retail 
credits. Fred Woodworth. B. 
B., Dec. 

Organization of a retail store — 
C. E. Cake. S., Dec. 

Building a business machine.—J. 
V. Farwell, Jr. S., Dec. 

Wholesaling by mail—T. J. Zim- 
merman. S., Dec. 

Organization for quick results — 
K. Banning. W. W., Dec. 


Finance. 


George Smith’s bank.—J. V. Far- 
well. J. P. E., Sept. 

Pending problems in public finance. 
—E. R. A. Seligman. P. S. Q., 
Sept. 

Are minority stockholders fools ?— 
W. W., Sept. 

Shall the dollar’s pedigree defeat 
its destiny?’—R. of R., Oct. 

Our financial oligarchy.—S. S. 
Pratt. W. W., Oct. 

Trust companies and New York 
Clearing House.—B. Mo., Nov. 
Ability of the bank clerk.—B. Mo., 

Nov. 

How a bond syndicate works.—W. 
W., Nov. 

Future of the rate of interest— 
Alex. Del Mar. B. Ma., Dec. 
International currency—N. Joh- 

annsen. B. Ma., Dec. 








The Journal of Accountancy. 


Taxation of savings banks (Ad- 
dress) —W. S. Paine. B. Ma., 
Dec. 

Stock brokerage business—L. D. 
Pfender. B. B., Dec. 

Bank statements.—C. W. Reihl. 


B. Ma., Dec. 
University investments and ac- 


counting —Wallace Heckman. J. 
A., Dec. 

The increasing supply of gold— 
(Symposium). M. Ma., Dec. 
Where the capital comes from.— 
C. A. Conant. M. Ma., Dec. 
Pitfalls of speculation, as shown 
by analysis of 500 actual ac- 
counts in stocks and grain. — 
Thomas Gibson. M. Ma., Dec. 
Solving hard problems in banking 
methods.—J. H. Boardman. S., 

Dec. 
Meaning of the colossal bond mar- 
ket—W. W., Dec. 


Insurance. 


Cost of life insurance.—A. H. Wil- 
lett. P. S. Q., Sept. [Except 
in R. of R., Oct.] 

Federal regulation of insurance— 
J. F. Dryden. W. W., Oct. 

Credit insurance.—S. A. Nelson. 
W. W., Oct. 

Great insurance companies as foun- 
tain-heads of political and com- 
mercial corruption—A., Nov. 

Life insurance as an economic fac- 
tor.—R. of R., Nov. 

Life insurance machine—W. W., 
Nov. 

Story of Henry B. Hyde. —“Q. 
P.” W. W., Dec. 


Insurance in foreign countries — 
special consular reports, Vol. 38, 
Dec. 


Railroads. 


American and English railways.— 
H. W., Sept. 16. 

Private car monopoly.—N., Sept. 

Our railroad system.—Sci. A., Sept. 
76. 

As many railroad methods as rail- 
road kings—C. M. Keys. W. 
W., Sept. 

Story of the Santa Fé railroad —R. 
Thomas. W. W., Sept. 

President Roosevelt’s policy. — W. 
Z. Ripley. Atlan., Oct. 

Stores keeping in railway work.— 
C. F. Balch. Eng. M., Oct. 

Railroads on trial—McC., Oct. 

Railroad rate-making by Congress. 
—Richard Olney. N. A., Oct. 

Olney’s objections to railroad rate 
legislation —O., Oct. 

Great changes in the railroad 
problem.—W. Z. Ripley. W. W., 
Oct. 

Railroads and the square deal.—R. 
Thomas. W. W., Oct. 

Railroad shop organization.—H. T. 
Bentley. Eng. M., Nov. 

Railroad rate. — R. S. Baker. 
McC., Nov. 

Brief review of federal railroad 
regulation —J. W. Lord. N. A., 
Nov. 

Systems for railroad (Ordering 
and care of supplies).—A. A. 
Tillett. B. B., Dec. 

Railroad rebates—R. S. Baker. 
McM., Dec. 








